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I do not agree with the cover de> Hari in Iraq, note that troops Ravébeen 


“Will Taiwan Push China Too Far?”— 
of your December 18 cover story, A 
New Threat. China has been the one 
that wants to change Taiwan's status 
quo, seeking to do so with the threat of 
military force. If John F. Kennedy 
could not accept even a single Soviet 
missile stationed in Cuba, why should 
“Taiwan acceptnearly 500 Chinese mis- 
siles aimed at Taiwan? Where is inter- 
national justice? Does the world accept 

that might is pe 

TERRY LIN 
“Buffalo Grove, Illinois 


President Chen Shui-bian is again 
playing a game of chicken. With his 
job-approval rating languishing, Chen 
decided to take a gamble with Taiwan's 
security. By using the issue of a refer- 
endum, Chen hopes to distract voters 
from his administration’s shortcom- 
ings and use “Taiwan nationalism” to 
generate support. Your two articles 
[Now He Goes Too Far, Editorials, and 
Taking a Risk, Dec. 11], correctly point 
out that by risking Taiwan, and perhaps 
the regior’s stability, Chen is no longer 
acting prudently. 

By using the issue of a referen- 
dum, Chen planted a dangerous mine- 
- field; While this “minefield” might 

. fend off China, it has placed Taiwan 
-and its staunchest ally, the United 
States, amid the mines. It is time that 
Chen started thinking about why he 
"was elected and about the well-being 
of the 23 million people he is sup- 
posed to lead and care for. 


MARK HSIEH 
Taipei 


Tus Is No EMPIRE 
Iwas appalled and amused to read the 
letter from L. Yu of Corvallis, Oregon, 
in your December 11 issue [The Amer- 
ican Empire]: Yu's views of America are 
-misinformed. To set Yu straight, Amer- 
ica does not station “tens of thousands 
of its troops” in Asia, including “along 
China's periphery,” to protect its “impe- 
rial empire.” But one must also ask 
Yuto define “China’s periphery,” 
because Beijing persist8 in believing 
_ that much in Asia is or should be part 
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uricovering mass graves there ffarf 
Saddam era. And speaking of colo? 


ism, what have all those Chinese troops 5 


been doing in Tibet? 

What Yu and many fail to under- 
stand is that while indeed the U.S. is 
the world’s only superpower, it did not 
seek this role. It holds it by default. 
Moreover, while the U.S. does make 
mistakes, it is a relatively benign super- 
power compared to its rivals. 


ERIC SCHAFER 
Ho Chi Minh City 


UNCONVINCED 

I was not convinced by the vague 
quotes you used in your story, One 
Angry Man [Oct. 30], and so decided to 
look at the full text of Mahathir 
Mohamad’s speech. With two quotes 
out of a speech with 59 points, you 
imply that Mahathir is instigating the 
Muslim world against Jews. In fact, he 
asked Muslims not to seek angry retal- 
iation or revenge, but to restructure 
their countries in every way and coop- 
erate to defend their sovereignty. 

One unnamed Western diplomat 
quoted in your article said Mahathir 
appears to “supports the use of oil as a 
weapon against us.” But do we not all 
use some form of weapon or other? 


ELSIE LAM 
Phnom Penh 


FRUSTRATION 

In response to your article, The Strug- 
gle For Islam [Dec. 11], I am not at all 
surprised about the rise of Islamic con- 
servatism in Indonesia. I think much 
of it is caused by frustration and des- 
peration among the people. Many are 
just fed up with the government's inad- 
equate response to corruption and 
injustice. How can you not be attracted 
to the idea of sharia, or Islamic law, 
superseding the civil law, when the lat- 
ter is not functioning? 


BUDIMAN SUTANTO 
Pasadena, California 
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Targeted For regional stability and the war against terrorism, it is important. 


that Pakistan’s Pervez Musharraf survives 


ASSASSINATION ATTEMPTS serve different purposes. 
- Although some may fail, they still manage to send out 
shockwaves that roil national politics, the stockmarket, the 
“economy. That is their main motive. The assassination 

attempts on Pakistan President Pervez Musharraf, however, 
-are more primal in their goal. Whoever was behind the two 
“attempts last month on his life simply wants Gen. Mushar- 
raf dead. For only if he dies will their primary objective be 
accomplished. Should that happen, the ramifications will be 
dire for regional stability and the war against terrorism. Why? 
Because the general has no anointed successor, no one 
groomed to take over and continue current policies. A free-for- 
-all could ensue. 
It is not unlikely that whoever was behind the two attacks 
will try again. The first attempt was more sophisticated. Five 
< bombs were set up on a bridge, but failed to detonate until Gen. 
=Musharraf’s car was safely past. The latest attack reverted to 
more proven methods, using suicide bombers in two vehicles 
each packed with 30 kilograms of explosives. Any group willing 
to sacrifice lives for its cause will be willing to try once more; 
nd the patterns in suicide bombings, sadly, show that there are 

many willing to be the next martyr. 
But it is important that they fail, and an end is put to their 
cheming. Besides the obvious matter of Kashmir, Pakistan also 
s a linchpin in the war against terrorism. Osama bin Laden is 



























hiding somewhere along the border between Pakistan and 
Afghanistan. Finding him and concluding unfinished business 
in Afghanistan requires Pakistan's help. In fact, this needs even ~ 
more assistance than Gen. Musharraf thus far has commit- 
ted. But without him, it is fair to ask whether Pakistan might 
not jump ship altogether. Many were never happy with his aban- 
donment of the Taliban. 

And in Kashmir, Pakistan's recent overtures to India have. « 
prompted hopes of incremental progress in resolving the dis: 
pute. Gen. Musharraf’s hint that he might back down from Paki- ; 
stans long-standing demand for a United Nations plebiscite for 
Kashmiris raised expectations of matching concessions on 
the Indian side. But the subsequent backpedalling by the Paki- 
stan government is just as instructive of the resistance against 
the kind of concessions Gen. Musharraf has made. India’s 
best chance to resolve the Kashmir issue with its neighbour lies 
with Gen. Musharraf. Without the general, Kashmir becomes 
an apparently intractable matter again. (And what happens to. 
the current ceasefire?) 

For Gen. Musharraf, the correct response to the attempts on © 
his life is an even greater commitment to ridding Pakistan of 
Islamic and Taliban extremists and Kashmiri militants. For while 
Americans may worry about possible attacks on United States 
soil, terrorists in fact have identified their key target as just 
one man in Pakistan. 2 


Going to [raq Japan's military ventures abroad 






















ON THE SURFACE, it isn't much. 
In late December, an advance team of 
„about 20 personnel from Japan's Air Self- 
‘Defence Force finally set foot in Kuwait 
zand Qatar. Their work there is to prepare 
for the arrival of several hundred troops 
over the next few months to support 
-reconstruction work in Iraq. But as part 
-ofan operation that will eventually see 
-some Japanese troops sent to Iraq, for the 
first time since World War H to a coun- 
try where fighting continues, the deploy- 
ment marks fresh steps by Japan to live 
up to the responsibility of its military 
alliance with the United States and a 
steady preparation of Japanese public 
opinion to the idea of prudent wider roles 
~ for the military. 
To be sure, it's taken a while to get 
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here. Earlier, Japanese ships were sent 
to the Indian Ocean to help U.S. action in 
Afghanistan, but only to provide logisti- 
cal support. Then, parliament had to pass 
a special law allowing humanitarian mis- 
sions in Iraq, but on condition that the 
troops are sent to areas away from com- 
bat. So even with the current operation, a 
certain incongruity exists about Japan's 
military. With 500 aircraft and 140 ships, 
Japan has the world’s fourth-largest 
armed forces—yet its military is barred 
from doing much that militaries around 
the world, even puny ones, often do. 
Still, as restrained as the current mis- 
sion in the Middle East may be, it serves 
a purpose—in Japan. If Japanese can get 
used to the idea of their military person- 
nel serving overseas, it will make it that 





much easier to change the 1972 admin- 
istrative “opinion” that interpreted “col- 
lective self-defence” (or, simply, aiding 
allies) as constitutionally barred. That 
opinion was subsequently made into pol- 
icy by a cabinet decision. Another deci- 
sion to undo it is possible with the proper 
groundwork. And that is precisely what is 
being laid down today. 

Iraq is a long way from Tokyo. But 
Japan lives in a neighbourhood that is 
dangerous in its own way. It’s time its mil- 
itary was freed from binds that prevent 
the armed forces from properly protect- 
ing the country. The operation in Iraq may 
be billed a humanitarian exercise, but it 
could serve in some way ultimately to bet- 
ter prepare Japan against unpredictable 
neighbours such as North Korea. 
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Tata Looks Abroad 


For Acquisitions 


India’s venerable Tata group has embarked on a search to iden- 
tify global opportunities for its diverse stable of companies, 
according to senior Tata executives. The study, likely to be com- 
pleted in roughly a month, reflects a growing confidence 
among Indian companies that they can succeed beyond the 
country’s borders. The move is part of an effort to “be a part 
of new geographies,” says Ratan Tata, the chairman of Tata 
Sons, the parent company of the 135-year-old group whose 
businesses range from steel to cars to software. Promising 
territories for acquisitions include Southeast Asia, China and 
Eastern Europe, he says. Ratan Tata has already demonstrated 
that he intends to make the group more of a global force. In 
2000, Tata Tea bought Britain's Tetley for more than $400 
million, the largest overseas acquisition by an Indian com- 
pany. Then, in late Autumn of 2003, Tata Motors, the group’s 
car and truck arm, reached an agreement to purchase Dae- 
woo Commercial Vehicle of South Korea for $120 million. 
With a group-wide search for global opportunities now under 
way, more acquisitions may follow. 


GAMBLING’s BACK Door INTo MALaysIA 
One of the world’s largest betting firms has shifted part of 
its Asia-Pacific business to Malaysia—where gambling is 
strictly regulated and betting on sports is illegal. In October, 
the Hilton Group appointed Malaysian private company Sci- 
com to take calls from customers in Asia for Ladbrokes, 
Hilton's betting and gaming division, says Scicom CEO Leo 
Arianayagam. While it may be ironic that Hilton chose 
Malaysia as its Asian call-centre hub, the set-up says much 
about Kuala Lumpur’s economic-policy pragmatism. The 
call centre in Cyberjaya, a technopolis 35 kilometres south 
of Kuala Lumpur, is taking calls from everywhere in the 
region except Malaysia. “Technology stops Malaysian 
callers,” says Arianayagam, explaining that no calls from 
Malaysian phone numbers can get through to the system. 
The government carefully watches over the country’s gam- 
bling industry, which takes in an estimated 22 billion ring- 
git ($5.8 billion) a year in sales. 


THE Two Worps DELAYING KoreEA TALKS 
Although North Korea has said it is willing to resume six- 
nation talks on ending its nuclear-arms programme, nego- 
tiations over when to resume hang on a dispute over word 
choice, say diplomats familiar with the situation. The six 
participants—North Korea, the United States, China, Rus- 
sia, South Korea and Japan—had hoped to hold a second 
round of talks in Beijing in December. But Washington is 
baulking at Pyongyang’s demands that any joint commu- 
nique state North Korea security will be “guaranteed” if it 
relinquishes its nuclear-weapons programme. The Ameri- 
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TOUGH TASK: UN support for Afghanistan 


cans apparently want the document to use the less-binding 
English term “assurance” instead. Diplomats say host China 
has a particular interest in making sure the talks go 
smoothly. But Beijing is so far struggling to get the two 
bitter Cold War foes to come to terms, so to speak. The U.S. 
has already rejected a Chinese draft of the document because 
it didn't commit North Korea to unconditionally ending its 
nuclear-weapons programme, something Washington 
insists Pyongyang must do. 


WANTED: UN Envoy To AFGHANISTAN 
Lakhdar Brahimi, the UN Secretary-General’s Special Rep- 
resentative for Afghanistan, will leave Kabul in January, as 
planned. But finding his replacement is becoming an increas- 
ingly difficult exercise for United Nations Secretary-General 
Kofi Annan. A prominent German diplomat and a former 
Jordanian foreign minister who were shortlisted for the job 
have both refused to take it on. The Jordanians have now put 
forward a retired army general, but his chances appear to 
be poor. Annan has tried to find a sufficiently high-profile 
and neutral diplomat from the Muslim world to replace 
Brahimi, a former Algerian foreign minister. However 
Afghanistan's President Hamid Karzai telephoned Annan 
in mid-December urging him to give the job to the British 
candidate, Maj.-Gen. Sir John McColl, who set up the 5,000- 
strong International Security Assistance Force after the defeat 
of the Taliban in December 2001. Although McColl is favoured 
by Karzai and many aid agencies, the UN has been averse 
to appointing him because he is a soldier, not a diplomat, and 
because he is British—and therefore considered too close to 
the Americans. However, with few other strong candidates 
available, UN officials are now saying that Annan may have 
little choice but to appoint McColl. 
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SADDAM CAPTURE LAUDED 

Former leaders of the Khmer Rouge, speaking by phone from 
their homes in remote northwestern Cambodia, have cheered 
the capture of Saddam Hussein. “I saw it on CNN. Saddam 
did not have the people’s support. That is why he was 
arrested. If he had their support, they could not arrest him,” 
says the Khmer Rouge regime’s former No. 2, Nuon Chea, 
who lives outside Pailin. Former 
senior Khmer Rouge Foreign Min- 
istry official Tep Kunnal, now mar- 
ried to the second wife of deceased 
former Khmer Rouge leader Pol Pot, 
calls it a step forward. “The arrest of 
Saddam Hussein is really very good. 
It will strengthen peace and stabil- 
ity in the world and has opened a 
new page for the Iraqi people to real- 
ize their own country based on = 
democracy and human rights,” he 1 SAW IT ON CNN: Nuon Chea 
says. But former Khmer Rouge com- 

mander Mey Meak, now a senior Pailin bureaucrat, says he 
can't really see what all the fuss is about. “I don't know how 
they are going to try him—as far as I can see he didn't do any- 
thing bad,” he says. The United Nations is currently nego- 
tiating with the Cambodian government on the logistics of a 
genocide tribunal to try the former leaders of the Khmer 
Rouge regime, blamed for the deaths of up to 2 million Cam- 
bodians during its 1975-79 reign. 


CHINA UNPREPARED WITH TEST FOR SARS 
Despite widely held fears in recent months that this winter 
would see fresh cases of Sars in China, the country’s health 
ministry seems to have been caught unprepared. As the 
REVIEW went to press, a definitive diagnosis was not yet avail- 
able for a Guangzhou patient who is suspected to be China’s 
first Sars case since last July, when the World Health Orga- 
nization declared China free of the disease (see article on page 
18). Some analysts saw Beijing’s decision to send samples 
from the patient to overseas laboratories for testing as an 
attempt to delay news of a fresh outbreak. But there may also 
be a more mundane reason behind the decision: Despite 
promises made in the wake of last year’s outbreak, China still 
does not have a full range of testing equipment. After inform- 
ing the WHO on December 26 of the suspected case in 
Guangzhou, the Ministry of Health asked the global health 
body to supply several hundred PCR (polymerase chain reac- 
tion) testing kits, according to a hospital official. PCR, often 
used for HIV testing, is considered the best test available 
to genetically identify the presence of the coronavirus which 
causes Sars. The margin of error on other tests is thought 
to be greater than for PCR. “How could they leave things like 
the acquisition of testing material until now?” says a Beijing 
doctor. “This is fundamental.” A WHO spokesman says that 

f some of the tests on the Guangzhou patient yielded a posi- 
tive result for Sars but many other tests produced negative 
results. “It’s a confusing case,” he says. 
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Global Equities Markets Soar in 2003 


Japan’s benchmark Nikkei 225 stock average 
ended 2003 with its first annual gain in four 
years, up 24% for the year. In fact, equities 


worldwide seemed likely to finish with their best 


performance in 17 years when the last markets 
close in 2003. The MSCI World index was 
poised to grow 29% for 2003. For 2004, many 
analysts predict that equities in emerging mar- 
kets will continue to perform strongly. Initial 
public offerings in Hong Kong by mainland 
Chinese companies are expected to increase 
70% in 2004, according to international 
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2003: A good year in Asia 





. accounting firm Pricewa- 
T>” terhouseCoopers. An 
official from the company 


predicted there would be 
more listings in 2004 
than in 2003, but the 
overall value would 
depend on which compa- 
nies sought listings. 


FOOD FEARS 


Japan and South Korea, the 
world’s two biggest importers of 
beef from the United States, have 
said they will keep their bans on 
importing American beef because 
of concerns that the meat might 
be infected with mad cow dis- 
ease. South Korea said it would 
keep its ban until it is satisfied 
that U.S. shipments came from 
herds free from the disease. The 
two countries account for about 
two-thirds of U.S. beef exports, 
which are expected to total $3.6 
billion for 2003. The first U.S. cow 
found to have had the disease 
was slaughtered on December 9, 
and the meat from that animal 
and others slaughtered with it 
was recalled. More than two 
dozen countries have banned U.S. 
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beef since the discovery, includ- 
ing at least 10 in Asia. Australian 
beef producers expect to gain at 
the expense of the U.S. Also, 
Malaysia could gain if the U.S. 
bans certain animal-based meal 
for cattle and it is replaced by a 
palm-oil-based substitute. 


BANNED: Beef from the U.S. 
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NORTH KOREA 


Pyongyang has signalled 
its willingness to hold 
talks with the United 
States and four other 
countries early next year 
over its nuclear-weapons 
programme. The coun- 
try’s official news 
agency said its Foreign 
Ministry had agreed to 
set up the negotiations 
during talks with Wang 
Yi, China’s vice-foreign 
minister. China, North 
Korea, the United States, 
Japan, Russia and South 
Korea met in Beijing in 
August to discuss the 
future of North Korea’s 
nuclear programme. 


INDONESIA 


Police are investigating 
whether four students, 
deported from Pakistan 
and now detained in 
Jakarta for suspected 
terrorism links, were 
involved in funding the 
bombing of the Marriott 
Hotel in Jakarta in 
August, which killed 12 
people. Investigators said 
they were working hard 
to develop information on 
the money trail that led 
to the bombing. One 
official said the students 
and others being sought 
have “a pretty extensive 





TWO JAPANESE aircraft © 
carrying emergency 
supplies and relief 
workers headed to Iran’s 
earthquake-devastated 
southeast region on 
December 30. They 
stopped en route in 
Singapore to pick up 
blankets, tents and other 
relief goods stored there 
by the Japanese govern- 
ment'’s foreign-aid body. 
Japan was one of an 
estimated 28 countries 
sending aid to Iran. The 
earthquake, centred nea 
the city of Bam, about 
1,000 kilometres south- 
east of the capital, 
Teheran, was believed to 
have killed as many as 
30,000 people when it 
struck on December 27. 


network and they also 
have financial support 
from abroad.” 


VIETNAM 


Vietnamese dissident 
Nguyen Vu Binh received 

a seven-year jail sentence 
on December 31 after a 
Hanoi court found him 
guilty of espionage. 
International human- 
rights advocates con- 
demned the case as a 

part of a continuing 
crackdown on Viet- 

namese writers who rely 

on the Internet to criticize 
government policies, y 
protest against corruption 
and push for political 
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reform. Binh, 35, is known 
as an outspoken critic of 
a Vietnam-China border 
treaty and alleged human- 
rights violations in Viet- 
nam. The court ruled that 
Binh had gathered anti- 
government documents 
to share with overseas 
groups hostile to Hanoi. 


JAPAN 


Industrial production 
rose for the third consec- 
utive month, but defla- 
tion, which has gripped 
the country for years, 
continued. Production 
was up 0.8% in November 
from the previous month, 
which was seen as a 
positive sign of continued 
economic expansion 
though it was less than 
what many economists 
had predicted. Wage- 
earners’ real incomes 
increased slightly for the 
first time in 20 months, 
and household spending 
increased 0.4%, much 
better than the 0.9% 
drop many economists 
had expected. 


As United States envoy 
James Baker met with 
Prime Minister Junichiro 
Koizumi, Japan said it is 
willing to write off most of 
Iraq's $4.1 billion in debt— 
which totals $7.75 billion 
with penalty fees—if other 





major creditors do the 
same. Most of the debt 
results from the construc- 
tion of hospitals and 
power stations by the 
Japanese in the 1970s 
and early 1980s. 


PHILIPPINES 


Deposed President 
Joseph Estrada has been 
granted permission by a 
court to visit the United 
States for knee surgery. 
Estrada is accused of 
plundering government 
coffers for $80 million 





ESTRADA: Off to the U.S. 


during his time in office, 
a charge he denies. The 
penalty if he were 
convicted could be 
death. Estrada has 
promised to return by 
March 31 after surgery. 


SOUTH KOREA 


Domestic consumer 
consumption suffered its 
biggest drop in five years 





BAKER: He is seeking debt forgiveness for Iraq 
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in November amid signs 
that growing consumer 
debt continues to hold 
back buying. Retail and 
wholesale sectors 
recorded a 1.7% drop in 
sales in November, the 
ninth consecutive 
monthly decline and the 
biggest monthly drop in 
five years. The country’s 
credit-card companies 
saw their delinquency 
ratio grow to 13.5% in 
October from 11.7% a 
month earlier. No bidders 
emerged for troubled 
credit-card company LG 
Card recently when it 
sought a buyer. 


MALAYSIA-SINGAPORE 


Abdullah Ahmad Badawi 
and Goh Chok Tong are 
expected to exchange 
visits in January in an 
effort to improve rela- 
tions between their 
countries. The visits will 
be the first following the 
inauguration of Abdullah 
as Malaysia’s prime 
minister two months ago. 
Abdullah is scheduled to 
visit Singapore on 
January 12 as part of a 
tour of Southeast Asian 
nations. And Goh is 
expected to accept an 
invitation to visit Malaysia 
on January 24. 


SINGAPORE 


Manufacturing output 


3 fell by 10.3% in Novem- 


ber from the month 
before as exports to the 
United States tumbled. 
The drop followed an 
increase in October of 
16.8% over September’s 
figure. November’s 
output was still up 7.7% 
from a year earlier. 
However, the decline 
was three times bigger 
than expected. 


SPOTLIGHT 





ROH: Campaign aides have been indicted 


RAISING THE HEAT 

It was supposed to be the cleanest-ever election 
campaign in South Korea. During the 2002 pres- 
idential race, President Roh Moo Hyun and his 
supporters boasted that their modest fund- 
raising campaign was rooted in small donations 
from the piggy banks of ordinary folk. 

But the latest developments in South Korea’s 
burgeoning political fund-raising scandal have- 
persuaded many people that this image was a 
piece of fiction. And this loss of confidence has 
been a severe blow to Roh, who won voters’ sup- 
port for his proposed reforms and determination 
to clean up “politics as usual.” 

On December 29, an investigation into fund- 
raising by Roh’s election campaign reported that 
around 6 billion won ($5 million) had been ille- 
gally amassed for then-presidential candidate 
Roh. Further, the investigation found that Roh 
played a part in transfers of illicit campaign col- 
lections (though he is constitutionally protected 
from any indictment). 

In early December, Roh had offered to step 
down from office if the investigation concluded 
that his campaign team had illicitly collected as 
much as one-tenth of the $42 million found to 
have been illegally raised by the campaign for the 
opposition Grand National Party. 

An independent counsel appointed by Roh is 
set to review the related cases starting in Janu- 
ary. Opposition parties condemned Roh because 
of the allegations, urging that the independent 
probe should focus on the president’s role in rais- 
ing campaign funds. Kim Jung Min 
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PAKISTAN 


Danger Mounts For 
Embattled General 


President Pervez Musharraf has escaped uninjured from two recent attempts on his life. 
But his continued survival only serves to highlight the fact that he is facing a bewildering array 


of challenges to his four-year rule 
By Ahmed Rashid /LAHORE 








ATTACKS: 

The December 
blasts showed a 
high level of 
knowledge 

of Musharraf’s 
movements 
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THE TACTICAL SOPHISTICATION of two 
December assassination attempts no 
doubt surprised the intended target, Pak- 
istan’s President Pervez Musharraf. The 
second attempt, carried out on December 
25 by two suicide bombers, was especially 
troubling. Apparently operating on inside 
information, the attackers ignored a 
dummy convoy that had taken a different 
route, being tipped off minutes before the 
real convoy passed by. They rammed two 
bomb-laden pick-up trucks into the con- 
voy, and Musharraf barely escaped injury 
as the windscreen of his car was shattered 
by the blast. Fifteen people including four 
policemen and a soldier were killed and 
50 were wounded in the attacks. 

The first attempt came ro days earlier 
on a bridge only 200 metres from the 
Christmas Day attack. The bridge had 
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been heavily guarded, but the bombers 
managed to place up to 400 kilograms of 
explosives under it. The explosives were 
detonated seconds after Musharraf passed 
by. The two bombings—the most sophis- 
ticated and deadly that have occurred in two 
years of unrestrained terrorist attacks since 
September 11, 2001—sent shock waves 
through the country and persuaded many 
officials that Islamic fundamentalists 
inside the army, linked to terrorist groups 
outside, were the instigators. 

“The president’s security is a sham- 
bles, and there is a determined group with 
highly critical inside information that is 
determined to kill him,” says a retired gen- 
eral. “It’s not over yet; they will continue 
trying to get him,” he warns. 

The attacks come at perhaps the most 
difficult juncture in Musharraf’s con- 
tentious four-year rule. He has long jug- 
gled a bewildering array of enemies and 
friends. The difference now is that keep- 
ing all the balls in the air seems increas- 
ingly difficult as each move to soothe one 
faction only angers another. 

Musharraf is facing censure from the 
United States and United Nations for fail- 
ing to stop Pakistan-based Taliban mem- 
bers from launching attacks in Afghan- 
istan and for Pakistanis providing Iran 
with nuclear-weapons components in the 
1980s. However, he has also won praise 
from the U.S. for starting a dialogue with 
India and for taking action to crack down 
on Islamic extremism. 

The bombings sent shudders through 
Western capitals and Pakistan itself in part 
because there is no clear line of succession 
if Musharraf were to be killed. It is uncer- 
tain if the army, under Musharraf’s deputy, 
Gen. Mohammed Yousuf Khan, would 
take control itself or empower the existing, 
weak civilian government led by Prime 
Minister Zafrullah Khan Jamali. 

Between the two December assassi- 
nation attempts, Musharraf took steps to 
resolve a year-long impasse in Pakistan's 
legislature, the National Assembly, over 
his dual role as army chief and president. 
On December 24 he struck a deal with 
Islamic opposition parties in the 
National Assembly, which have stri- 
dently opposed Musharraf holding both 
jobs: He promised to step down as army 
chief by December 2004 but remain 
president until 2007. 





CAN MUSHARRAF 
HANG ON? 
e Musharraf has juggled 


friends and foes during 
four years in power 


e Recently he has sought 
to appease enemies 
and win their political 
support 


e But two close attempts 
on his life suggest that 
he remains embattled 


In exchange for this concession, 
Musharraf won the promise that he will 
receive a vote of confidence from the 
National Assembly before Indian Prime 
Minister Atal Behari Vajpayee arrives in 
Islamabad on January 4 for a critical sum- 
mit. That will allow him to negotiate with 
India as the legitimate political leader of 
Pakistan rather than as a general who 
seized power in 1999. 

For their part, Indian diplomats and 
analysts voice alarm over the attempts on 
Musharraf’s life, but they have largely 
rejected U.S. concerns that Pakistan with- 
out Musharraf would not be governable. 
To the contrary, the consensus in New 
Delhi seems to be that a different general 
might be easier to negotiate with than 
Musharraf, who they see as the master- 
mind behind past aggression. Pakistan 
and India have clashed for decades over 
which should control Kashmir. In recent 
months, a ray of hope has emerged that 
the dispute might be resolved. 

On December 28, India Foreign Min- 
istry spokesman Navtej Sarna said that his 
government “strongly condemns the 
heinous attack against President Mushar- 
raf, which took many innocent lives.” But 
the obvious security problems in Islam- 
abad apparently did not change Vajpayee’s 
plans. The Indian prime minister said he 
will not cancel his visit. 

Musharraf has no shortage of poten- 
tial enemies. Shortly after the December 
attacks, Pakistan Information Minister 
Sheikh Rashid Ahmed said that one of 
the bombers was from Kashmir and > 
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another from Pakistan's North-West Fron- 
tier Province. He declined to say which 
groups they might belong to. “It’s a huge 
network of terrorists, having tentacles from 
Kashmir to Afghanistan,” he said. 

Many Pakistanis are angry at Mushar- 
raf for siding with the U.S. in Afghanistan 
and Iraq. In late September, the interna- 
tional terrorist organization Al Qaeda 
issued a death threat against Musharraf, 
blaming him for the arrest of some 500 
of its members over the past two years. 
Ayman al-Zawahari, the deputy of Al Qaeda 
chief Osama bin Laden, was taped calling 
Musharraf “a traitor” and urging Mus- 
lims in Pakistan to “uproot” him. 

Increasingly, Al Qaeda operates in 
Pakistan with the help of Pakistani ter- 
rorist groups, which want Islamabad to 


support the so-called jihad, or holy war, in 
Kashmir and Afghanistan against the U.S.- 
led forces. These extremists have been infu- 
riated by Musharraf’s rapprochement with 
India and by the interrogation of Pakistan's 
nuclear scientists at the behest of the U.S. 
and the UN’s International Atomic Energy 
Agency. (See article on page 16.) 

Islamic fundamentalism is also grow- 
ing in the army. After a tip-off from the 
U.S. Central Intelligence Agency, at least 
five army officers were arrested in Octo- 
ber for helping Al Qaeda in Pakistan's 
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border regions with Afghanistan. 

Yet despite what seems to be an 
increasing threat, Musharraf has persist- 
ently tried to appease the hardline Islamic 
parties inside parliament. His half-hearted 
crackdowns on extremist groups have 
been carried out only under significant 
pressure from Washington. 

There are more than 40 Islamic 
extremist groups operating in the coun- 
try. Even though some are banned, they 
continue to operate with new names; only 
a few of their members have faced arrest 
or prosecution. A government ban on 
six such groups in November was a direct 
result of pressure from Washington. Most 
of them had already been banned in Jan- 
uary 2002, but they continued to be polit- 
ically active under new names. 
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NATIONAL ADDRESS: The president said he would step down as head of the army in one year 


For years these groups have carried 
out what has in effect been Pakistan's for- 
eign policy in Afghanistan and Kash- 
mir. Until recently the army had turned 
a blind eye to militants crossing over into 
Indian Kashmir to fight Indian troops 
and to militants’ support for the Taliban 
resurgence in Afghanistan. 

Musharraf’s political dialogue and the 
subsequent December 24 deal was cut 
only with the six-party Islamic alliance 
called the Mutehadda Majlis-e-Amal 
(MMA), which dominates politics in two 





of the country’s four provinces. He has 
refused to open discussions with the 
nonreligious mainstream parties of 
two former prime ministers: Benazir 
Bhutto's Pakistan People’s Party and a 
faction of Nawaz Sharif’s Muslim 
League. Many would say that these par- 
ties are natural allies against Islamic 
extremism and in favour of rapproche- 
ment with India, but Musharraf has 
apparently never seen it that way. 


FRAGMENTED FOREIGN POLICY 
“The continuation of the military-mullah 
nexus will only create more contradic- 
tions for the army,” says Hassan Askar 
Rizvi, the author of several books on 
the army. “Musharraf cannot pursue a 
counter-terrorism policy at home when 
many of the religious parties are in favour 
of Al Qaeda and his foreign-policy goals 
are unachievable because the mullahs 
don't want them.” 

The seven-point deal with the MMA 
was passed by the National Assembly on 
December 29 as the “17th Amendment 
Bill’ to the constitution. Musharraf’s pow- 
ers to dismiss the prime minister and the 
National Assembly will be tempered by a 
requirement that such an action be referred 
to the Supreme Court within 15 days of any 
dismissal. Meanwhile, the army dropped 
its demand for a supra-governmental body, 
the National Security Council. 

Musharraf has been guaranteed a 
positive result when he seeks a vote of 
confidence as president from the 
National Assembly and the four provin- 
cial assemblies. In return, he will step 
down as army chief by December 31, 
2004. Bhuttos and Sharif’s parties 
walked out of the assembly and did not 
take part in the vote. “This deal excludes 
other parties and does not promise long- 
term stability,” says Rizvi. 

Having spent a year refusing to con- 
cede anything to the MMA, Musharraf’s 
partial climbdown is seen as a growing 
sign of weakness as he attempts to sal- 
vage political support after the terrorist 
attacks against him. 

Western fears of future instability are 
growing. “How is the world going to see 
this,” asks a Western ambassador in 
Islamabad. “Twice Musharraf is nearly 
killed by some extremists and then does 
a deal with other extremists. It’s dif- >> 
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The Art 


of Remote Control 


Technology has changed the way people communicate 
and work. In today’s world of instant communication, 


everyone values hassle free access to services and 
information that arrives quickly on demand. 


s the world becomes 
more connected, the 
mobile phone will 
play a crucial role in 
enterprise communi- 
cations. The extent 
to which a business 
integrates mobile 
communication processes into the wider 
enterprise will become a key element in 
the long-term success of businesses. 
Business professionals need to respond 
quickly to change even while out of the 
office. Market dynamics dictate a “real 
time” business model, where data and 
business transactions have to be captured 
instantaneously. For a company to maintain 
its competitiveness, it needs to be able to 
adapt rapidly to changing business conditions 
by managing multiple functions and 
relationships simultaneously. To meet these 
increasing efficiency requirements, business 
professionals who are always on the move 
will need to have remote access to up-to- 
the-minute information. 

Committed to expanding the mobility 
solutions for businesses, Nokia is developing 
a suite of mobile devices and applications 
to equip corporate leaders with powerful 
tools that allow rich person-to-person 
communication that is not restricted by time 
or place. This is especially vital for enterprises 
as more and more of the workforce becomes 
increasingly mobile. 

The tri-band GSM Nokia 6820 is the 
latest addition to Nokia's range of mobile 
business devices and it marks the dawn 


of true enterprise mobility. The compact 
but feature-rich Nokia 6820 allows busy 
professionals to engage in business on the 
go with its email, instant messaging and 
presence (IMPS) capabilities. With mobile 
email, business users can retrieve emails 
and access business critical information 
remotely. The device is also equipped with 
full connectivity options via Bluetooth 
wireless technology, infrared and data cable. 
Plus, the Nokia 6820's integrated 
messaging keypad and five-way scroll are 
also specially designed for fast text input 


Even on the move, you 
can stay connected and 
in control, which means 
that you will always be 


Open For Business. 
SS I Te 


and easy navigation to facilitate advanced 
messaging, like mobile email. 

Instant messaging adds another new 
dimension to staying connected. Through 
Presence-enhanced chat, a session-based 
messaging system where virtual conversations 
can take place in real time, business 
professionals can engage in discussions 
with clients even while on the move. Through 
instant messaging, businesses can also keep 
track of sales force or executives who are on 


ADVERTISEMENT 


the go, for better and more efficient use 
of time and resources. 

Additionally, Presence-enhanced contacts 
provide a convenient and simple way for 
mobile professionals to share availability, 
intentions and whereabouts with others, 
allowing for better control over when and 
how to be contacted, thus enabling more 
effective and appropriate communication. 

The Nokia 6820 also supports remote 
synchronization, allowing professionals to 
manage their daily schedule efficiently with 
its personal information management (PIM) 
function. With PIM, users can synchronize 
personal data such as calendar, to-do list, 
and contacts even when out of the office, 
for more effective management. 

With one device, mobile professionals 
now have a single point of access to 
integrated and secure communication, 
allowing for real-time management of 
information and accurate decision-making 
based on up-to-date information. 

With the Nokia 6820, you will not have 
to worry about taking the holiday you 
deserve, because you can still stay in touch 
when you want to. 

Total mobility for businesses has arrived. 
Companies that can seize this moment and 
capitalize on the opportunity to free the 
business will be able to reap the rewards 
and enjoy greater profits through increased 
productivity and efficiency. 





CONNECTING PEOPLE 


Mobile solutions for the corporate world 
+ Tri-band GSM 
« Integrated messaging keypad 


¢ Mobile email 


e Bluetooth wireless technology 


s Personal information management 


¢ integrated camera and video recorder 


Copyright 2003 Nokia. All rights reserved. Nokia, and Nokia Connecting People logos are trademarks or registered trademarks of Nokia Corporation. 
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_ IRAN SAYS PAKISTANIS HELPED WITH NU 


$ -At least four of Pakistan’s top nuclear scientists have been under 


= room for Islamabad is zero,” says a 


-article in mid-December implicated 


investigation since mid-November for complicity in providing Iran 


with equipment to make nuclear weapons between 1987 and 


1991. Unlike previous accusations in the long history of allega- 
tions that Pakistan has been responsible for nuclear proliferation, 
this is the first time that a covert customer for nuclear-weapons 
technology has actually named its suppliers. 

Iran has made secret, dramatic disclosures to the United 
Nations International Atomic Energy Agency implicating Pakistani 


sources in its purchase of gas centrifuges for the enrichment of 


uranium. Iran is believed to have covertly 
imported at least 2,000 parts related to 
nuclear weapons from a variety of 
suppliers including Chinese, Russian and 
Pakistani scientists and unnamed 
businessmen based in Dubai. The 
Pakistan government was not named. 
“Unlike previous charges that Pak- 
istan may have proliferated to North 
Korea or Libya, in Iran’s case the wriggle 


senior Western diplomat in Islamabad. 
When charges first surfaced in 

October, Pakistan categorically denied 

them. But when a Washington Post 


Pakistan, Islamabad was forced to 

change its tune. "There are indications that certain individuals 
might have been motivated by personal ambition or greed. But we 
have not made a final determination,” Foreign Ministry 
spokesman Masood Khan said on December 23. “If there are 
individuals who are found involved in transfers of any sort, action 
would be taken against them. Nobody is above the law.” 

Those being questioned include A.Q. Khan, the country’s top 
nuclear scientist, nicknamed “The Father of the Pakistani 
Bomb.” Until 2000, Khan headed A.Q. Khan Research Laborato- 
ries, 25 miles from Islamabad. The facility is run by the army and 
is the main production centre for ballistic missiles and enriched 


= uranium for nuclear weapons. The laboratories were renamed in 


Khan’s honour after Pakistan exploded nuclear devices in 1998. 
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A.Q. KHAN: A ERE figure is questioned 
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Khan was sacked in 2000 after the United States accused him 
of providing nuclear technology to North Korea, but he remains 
an adviser to Prime Minister Zafrullah Khan Jamali. Khan has 
close links to the military establishment and to Islamic fundamen- 
talist parties, which revere him. 

Since last summer, when the U.S. accused Pakistan of 
exchanging nuclear-bomb blueprints with North Korea for its 
latest missiles, President Pervez Musharraf has tried to distance 
the military from Khan. That crisis subsided when American 
Secretary of State Colin Powell said that no more transfers were 
apparently taking place. Musharraf said 
he was not in power when the transfers 
occurred. In Washington, White House 
spokesman Scott McClellan said on 
December 23 that Musharraf “has 
assured us that there are not any 
transfers of weapons of mass destruc- 
tion-related technologies or know-how 
going on at the present time.” 

Pakistan has deflected criticism by 
saying individuals were responsible for 
the illegal acts, not the state. The army 
has run Pakistan’s nuclear weapons 
effort and some civilian leaders, such as 
former Prime Minister Benazir Bhutto, 
have said that they were never even 
briefed about the programme. 

Retired army officers say it is possible that some generals 
helped Iran’s nuclear programme in isolated instances rather than 
as a sustained relationship. During the period in question, the 
desire of then-army chief Gen. Mirza Aslam Beg to establish a 
strategic anti-American bloc with Iran was well-known, as was his 
support for Saddam Hussein in the 1991 Gulf War. At the time, 
Beg was opposed on all counts by Prime Minister Nawaz Sharif. 

Ishaq Dar, the finance minister in Sharif’s cabinet and now a 
member of the senate, told Lahore-based The Daily Times news- 
paper on December 25 that Beg had asked the Sharif govern- 
ment to transfer Pakistan’s nuclear technology to a “friendly” 
state for a payment of $12 billion. Beg denies the accusation. 

Ahmed Rashid 


ficult to comprehend.” Nevertheless, the 
U.S.—bogged down in Iraq and unwill- 
ing to take the risk of criticizing Mushar- 
raf at this difficult time—continues to 
back him, though it made no comment 
on the deal with the MMA. 

Until now, Musharraf has kept his 
one key constituency—the army’s offi- 
cer corps—content by maintaining the 
army’s political supremacy and provid- 
ing jobs in the public sector and other 
privileges to hundreds of serving and 
retired officers. Musharraf seems 
unfazed that this is leading to growing 
anger among the public and the bureau- 
cracy while allowing for greater oppor- 
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tunities for corruption within the military. 

However, the army’s privileges have 
done little to sway the small but influen- 
tial groups of Islamic fundamentalists 
in the army and the intelligence appara- 
tus who oppose any accord with India, the 
international scrutiny of Pakistans 
nuclear programme and the continuing 
alliance with the U.S. 

Within days of the December 14 
attack on the bridge that Musharraf’s 
convoy crossed, Musharraf reshuffled the 
army’s top corps commanders. Although 
the army said the reshuffle was routine, 
the timing made it seem hugely signifi- 
cant. The army’s nine corps command- 


ers are now all Musharraf loyalists; none 
are sympathetic to the fundamentalists. 
The president also moved a highly 
trusted and professional officer, Maj.- 
Gen. Nadeem Taj, to head the sensitive 
military intelligence branch. 

Some retired officers say Musharraf is 
ultimately too weak to root out the fun- 
damentalists from the military; others say 
that he does not really want to. “I hope 
these attacks on his life will be a wake- 
up call,” says the retired general. “The 
threat is not just Al Qaeda but those closer 
to home.” = 

Jay Solomon in New Delhi contributed 

to this article 
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MALAYSIA 


Police Report 


An investigation into the powerful police department 


is a crowd-pleaser with political heft 


By S. Jayasankaran/KUALA LUMPUR 


IN 1996, Malaysian talk-show host Patrick Teoh tried to 
start a discussion on national radio about alleged corrupt prac- 
tices by traffic policemen. His effort received a chilling rejoin- 
der. The police questioned him four times, and the top police 
official threatened to file criminal defamation charges. 

Few have tried to take on the police force since. So it 
was a surprise on December 29 when Prime Minister Abdul- 
lah Ahmad Badawi, after just two months in office, announced 
that the government would set up a royal commission to 
undertake a comprehensive 
review of the police force. 
“Issues like police brutality, 
lackadaisical attitudes, poor 
service, corruption and other 
negative traits must be erad- 
icated,” said the prime min- 
ister, who in his capacity as 
home minister is also in 
charge of the police. 

Malaysia’s police depart- 
ment is not just a local law- 
enforcement agency. It also 
plays a significant political 
role as the country’s most 
powerful internal-security 
body, leading counter-terror- 


ism activities, providing intel- TIME FOR A REVIEW: Abdullah (right) with police chief Bakri Omar 


ligence to the leadership and 

on occasion, under the controversial Internal Security Act, 
detaining without trial political activists and others consid- 
ered to be threats to national security. 

Abdullah's enquiry resonates with the repeated calls he 
has made to state officials to combat corruption. It also comes 
in response to fears expressed by Malaysia’s expatriate com- 
munity about increasing crime in the country. And if the 
enquiry is done well, it is likely to boost Abdullah's standing 
and improve the ruling coalition’s chances in the next general 
election, which is widely expected to be held early next year. 

The force’s reputation over the past 10 years has deterio- 
rated, as serious crime has risen. Between 1990 and 2000, 
the crime rate rose by more than 80%, to 7.1 per 1,000 peo- 
ple, according to the Prime Minister's Department. Along 
with the increase in crime have come more allegations of cor- 
ruption, police brutality and extrajudicial killings. In 1999, 


January 8, 2004 





| The Region 


respected lawyer Raja Aziz Addruse, citing 50 killings by police 
between 1996 and1ggq in what the police department called 
acts of self-defence, said the police “cannot act as judge, 
jury and executioner.” 

But it is corruption that bothers Malaysians the most. 
“Corruption in the force has got out of control,” says a retired 
senior police officer who declined to be identified. “And 
this is a recent phenomenon. If this commission can stop it, 
more power to it.” 

Foreign investors as well are complaining more about 
the rising crime rate and a growing sense of insecurity. 
“Ambassadors’ homes have been broken into,” says a West- 
ern diplomat. “If Abdullah tackles crime head on, it will 
be a very popular thing.” 

A royal commission is a rarely convened body, usually 
headed by a judge and staffed by people seen to be of unim- 
peachable integrity. It is generally given sweeping investiga- 
tive powers. Abdullah's predecessor, Mahathir Mohamad, in 
his 22 years as premier, launched only one commission despite 
numerous calls by the opposition to do so. That commission 
investigated police brutality in response to public outrage after 
Mahathir’s former deputy, Anwar Ibrahim, appeared in court 
with a black eye received while 
in police custody. 

The call for a new enquiry 
is “an excellent idea,” says 
former Deputy Premier 
Musa Hitam. “And it’s com- 
ing from the government 
rather than the opposition as 
is the usual case.” 

Support for the enquiry 
was underscored as every 
single opposition party wel- 
comed Abdullah's announce- 
ment. “Its populist, but it 
will also be very popular,” 
says Jomo Sundaram, a polit- 
ical analyst and economist at 
the University of Malaya. 
“There is a great deal of dis- 
enchantment and frustration among Malaysians over alleged 
excesses involving the police force.” 

Even the police might be sympathetic to Abdullah's com- 
mission. “It’s a chance for them to tell their side of the 
story,” argues Musa. “They aren't paid very well and there 
is low morale amongst them. These issues have to be 
addressed as well.” 

In many ways, Abdullah is also placing his neck on the 
line. “He’s putting this before a very sceptical public who 
have heard it all before,” says a senior government figure. 
“To make it stick, the whole exercise must be transparent and 
utterly believable.” 

Lim Kit Siang, the chairman of the opposition Democra- 
tic Action Party agrees: “The commission must comprise inde- 
pendent and credible commissioners, and results must be 
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seen in months, not years.” = 
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CHINA 


The Sars Drill 


A case that could mean a new epidemic tests public- 


health reforms and the public’s trust 


By Anthony Kuhn/BEIJING 


DESPITE THE THREAT OF a resurgence of Sars this winter, 
people in China remain confident that traditional red gift 
envelopes will be plentiful and white surgical masks few when 
millions head home—perhaps through gauntlets of tem- 
perature takers—for the January 22 Lunar New Year. 

Severe Acute Respiratory Syndrome left its mark on 
China’s political landscape last year, raising issues of gov- 
ernment accountability and developmental priorities that will 
take years to address. But for now, observers appear optimistic 
that enough rudimentary measures are in place to prevent 
another major Sars epidemic. 

Local health authorities said they were sure that a 32-year- 
old patient now isolated in stable condition in a Guangzhou 
hospital was sick with Sars, making him the first case since the 
World Health Organization declared China Sars-free in July. 
Ministry of Health and WHO authorities are awaiting further 
test results before issuing a final diagnosis regarding the patient, 
an independent TV producer and Guangzhou city resident who 
has been identified by his surname, Luo. 

“Even if this is not a confirmed case, it could serve as a test 
run to see how the system that was put into place is func- 
tioning,” says Beijing-based WHO spokesman Roy Wadia. He 
adds that, judging from local authorities’ speed in tracking 
and observing 80 individuals who were in contact with Luo, 
“the system does appear to be working.” 

Investors reacted coolly to news of the case, though Chi- 
nese airline stocks took a brief nosedive. No travel advi- 
sories or plans have been announced to curtail the Lunar New 
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QUARANTINE: A nurse at the Guangzhou hospital which 
is treating a suspected Sars patient 


Year holiday and the tide of humanity that engulfs the nation’s 
transport networks for nearly a month. 

Luo’s case, however, quickly put travellers from Guang- 
zhou and the surrounding province of Guangdong in a class 
by themselves, with their own separate exits and buses at 
airports across China. Airport and railway-station tempera- 
ture screenings tightened up after several months of laxity. 
Officials, meanwhile, reassured the public that everything was 
under control. “Even if confirmed cases appear, we'll be able 
to confine them to a limited area,” senior Beijing health 
official He Xiong told local media. “There is absolutely no 
need for residents to panic.” 

Around Asia, screening measures were also beefed up at 
airports. On December 29, a Taiwan hospital released a 44-year- 
old military scientist 12 days after he tested positive for Sars. 
The researcher reportedly fell ill on returning from Singa- 
pore, and 70 people he had contacted there were quarantined. 
Singapore officials expressed optimism. If Sars stages a come- 
back, predicted Prime Minister Goh Chok Tong, “it will not 
be like the last time when it spread through the community 
without us knowing what to do for a few days.” 

Since first appearing in Guangdong in November 2002, 
Sars has killed 774 people and infected 8,099 worldwide, 
most of them in China, according to the WHO. The Chinese 
government was widely criticized last year for failing to 
acknowledge the severity of the threat from the disease. Now, 
officials allay fears by pointing to a raft of public-health 
reforms enacted since last spring. 


HOSPITALS ON ALERT 

Until the outbreak, some hospitals reported epidemiologi- 
cal data by mail, and information could take months to reach 
the central government. The Ministry of Health has since 
begun building computer networks and databases linking hos- 
pitals and disease-control centres. In Guangdong, such net- 
works already connect 90% of hospitals at the county level 
and up, according to provincial authorities. Requirements are 
now so strict that local hospitals and officials are hard-pressed 
to report cases within official time limits. Asked why Luo’s 
case was not announced until six days after he was hospital- 
ized, Guangdong Provincial Health Department deputy direc- 
tor Feng Liuxiang said, “It’s impossible for us to report all the 
cases with some clinical symptoms” common to Sars, includ- 
ing a high fever or a low white-blood-cell count. 

Health officials have also tried to cut through the tan- 
gled web of overlapping jurisdictions that hindered disease 
control efforts last spring. Beijing has centralized authority to 
handle Sars, designating hospitals, ambulances, research labs 
and government offices for Sars duties. In order to prevent 
viruses—and unauthorized information—from leaking out 
of laboratories, the Ministry of Health recently issued regu- . 
lations banning Sars research without official approval, and 
restricting access to Sars coronavirus samples. = 

Trish Saywell in Singapore contributed to this article 
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The government wants to raise $2.5 billion for the hydro- 
electric dam in Son La province—at 2,400 megawatts, the 
largest single power project Vietnam has ever attempted. 
The nation’s leaders claim the dam, officially dubbed the 
“project of the century,” is crucial to meeting the country’s 
future energy needs and maintaining Vietnam's 7% annual 
economic growth. They say it’s also a vital bulwark to pro- 
tect the capital, Hanoi, from annual floods. Construction 
is supposed to begin by late 2005, but the government 
still doesn’t know how it will foot a large portion of the 
bill. Officials project that some 30% of the project will be 
financed from external sources. 

Eventually, some 91,000 people, mostly from ethnic 
minorities, will be displaced by the dam, known as the Son 
La hydropower project. The government has earmarked more 
than $640 million of the overall project budget to relocate 
them and provide cash bonuses—a huge sum for the nation. 
That includes more than $6 million lavished so far on Si Pa 
Phin, Luyen’s model relocation village located in Dien Bien, 
one of three northern provinces affected by the dam. 

“As long as [donors] see that we are improving people’s 
lives, we will get support from them,” predicts Nguyen Dang 
Dao, vice-chairman of the people’s committee in Lai Chau 
province. Officials also want to placate internal critics of 
the dam project who have voiced fears in the national assem- 
bly that it will disrupt the lives of ethnic minority commu- 
nities. Indeed, foreign resettlement experts say it is unclear 
whether the treatment given to the first batch of families will 
translate into improved living conditions for all the ethnic 
minorities slated to move. 

The attention focused on resettlement marks a surprising 
shift. When Vietnam built its first major hydroelectric dam 
in the northern province of Hoa Binh in the 1980s, the 56,000 
villagers displaced then got little more than some gruff advice 
to find new homes on their own. Plunged into isolation when 





the Vietnam War ended in 1975, Hanoi paid little heed to 
foreign critics or disgruntled locals. 

Things are different today. Unlike China—home of the 
controversial Three Gorges dam— Vietnam remains highly 
dependent on foreign aid. And while some Vietnamese offi- 
cials don’t expect organizations like the World Bank to chip in 
for its hydropower ambitions because of overseas sensitivi- 
ties about the large population displacements, they’re still 
hopeful that Japan and other overseas organizations will 
respond when Hanoi formally asks for help. 

Vietnam and neighbouring Laos are global pioneers in 
building model relocation villages. But such outposts are des- 
tined to become a common tool for developing countries that 
are striving to win overseas funding for dam projects, predicts 
American anthropologist Thayer Scudder, a former com- 
missioner for the World Commission on Dams. 


A SCENIC NEW HOME 

Give or take a few hairpin bends, it’s a smooth ride up a 
freshly-chiselled mountain road to reach Si Pa Phin, at about 
goo metres above sea level. The forested vistas are proba- 
bly even more spectacular for those who manage to hitch a 
helicopter ride with Communist Party officials who often drop 
in to check on the remote village’s progress. 

Rising from the distance amid sloping rice terraces and 
sugar-cane fields, Si Pa Phin’s neat rows of cream-coloured 
houses hover like a mirage. Up close, packed mud lanes indi- 
cate that the village remains a work in progress for the 175 eth- 
nic Thai families living here, including Luyen’s. 

Before piling into trucks for the move from their distant 
lowland village, along with their water buffalo, pigs and farm- 
ing tools, many family members were shown three model 
houses. Most opted for an airy, 120-square-metre cement con- 
fection, perched on cement pillars to mimic the traditional 
wooden stilted houses of their former village. 

That leaves plenty of room below for raising pigs, stack- 
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ing firewood and parking their new motorbikes. “Even in their 
dreams, they wouldn't imagine such big houses,” relocated 
farmer Lo Van Choi says of his former neighbours. 

The village only had accommodation for about half the 
400 families that signed up to move. Among the new arrivals, 
25 families from Vietnam's ethnic majority Kinh group are 
housed in a separate cluster. Occasionally, both communities 
gather at a pristine “cultural centre,” where eight electric fans 
keep everyone cool. 

Choi's home occupies a particularly scenic knoll, over- 
looking a slope where he and his neighbours are growing a 
breed of tall grass for cattle feed. They're gearing up for the first 
shipment of 50 pregnant Red Brahman cows from Australia, 
which have been bought by the Vietnamese government for the 
relocated families at $1,245 per head. If that experiment works 
out, 7,500 more cows will be bought, officials say. 

The farmer is also looking to earn extra money from his 
new fish pond, five times bigger than his old one, he says. 
Gazing at his elaborate new stereo system and sturdy wooden 
furniture, he doesn't appear particularly nostalgic for Chan 
Nua, his native village located 105 kilometres away. 


“As long as donors see that we are 
improving people’s lives, we will get 
support from them” 


NcGuyYEN DANG DAO, PROVINCIAL OFFICIAL 


As the leader of Chan Nua’s agricultural cooperative, Choi 
was recruited to join a “relocation management board.” He gets 
a $13 monthly stipend to persuade his neighbours to move. In 
addition to touting clean water, indoor toilets and electricity, the 
board dangled cash bonuses of up to $2,250 per family. Even 
the bones of ancestors are being relocated with state funds. 

Still, not everyone back in Chan Nua can be so easily lured 
away. “Here, we have fish in the river, meat in the forest, and 
trees all around us,” says farmer Lo Van Phin, who treats visi- 
tors to fresh coconut juice. Doubts also plague co-villager 
Dieu Van Nhieu. “I dont think there will be enough food for us 
over there,” the farmer mutters. “I prefer to stay here.” 

In Si Pa Phin, what do the neighbours think of the newly 
rich arrivals? Some villagers say they are benefiting from 
the fresh government attention to the area, including new 
schools and a nearly completed $1.2 million irrigation system. 
Yet hints of jealousy creep in. “I would like a big and beauti- 
ful house like that, but I have no money,” says resident Mua 
Van Lau, an ethnic Hmong whose home is a dark, dilapidated 
wooden structure typical of the area. 

For all the trouble the government is going to, the $2.5 
billion question remains: Will donors come? Some are dubi- 
ous. “It’s very difficult to carry out that project,” concludes 
Nishimiya Koji, programme coordinator at the Japanese gov- 
ernment’s International Cooperation Agency in Hanoi. “The 
relocation issue is very, very critical.” = 
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By Farish A. Noor 


The writer is a Malaysian scholar of regional | 
islamic politics. He is currently based at the Centre 
for Modern Orient Studies in Berlin 


Behind the sound and fury of Malaysian politics, there are 
always other factors at work. Nowhere is this more apparent 
than in the contentious debate over sharia, or Islamic law, 
and hudud, or Islamic punishment. Since the 1980s, Malay- 
sian politics has been held hostage to the intense competi- 
tion between the two dominant Malay-Muslim parties: the 
United Malays National Organization and the Islamic party 
= Pas. As both have been fighting for the support of the same 
Malay-Muslim political constituency, they have sought to use 
the most obvious symbols and markers of collective iden- 
tity to mobilize support. Islam has been brought into the pic- 
ture.as both Umno and Pas claim to be the party that defends 
Islam and Muslim interests above all else. 

This jockeying involves upping the stakes in the 
Islamization race. The ultimate gambit, however, is Pas’ pro- 
posal to introduce sharia and hudud in the states that it 
controls, Kelantan and Terengganu. Pas has raised the stakes 
of the Islamization race to a level where it thinks Umno can- 

‘not respond. Umno’s failure to take up Pas’ challenge to 
introduce and enforce Islamic law nationally is in turn 
exploited by Pas, which claim this as “proof” that Umno can- 
not match Pas’ Islamist ambitions. But in the midst of 
this, the complexities of sharia and the finer points of 
sharia’s economic, administrative and cultural-political con- 
cerns have been eclipsed by sensational talk about hudud 
punishments instead. 


pas’ declared intention to introduce Islamic 
law is its greatest gambit—for the simple reason 


that it knows it will never come to pass yy 


The question now is, will the Islamization race in Malaysia 
make a radical leap to a different register altogether, with two 
interpretations of Islamic law competing in the country? And 
what will this mean for Malaysia’s secular constitutional 
set-up, the place and status of non-Muslims, and the role of 
women and those Muslims content with things as they are? 
Lest paranoia give way to hysteria, take a step back and sur- 
vey the advances made by both Pas and Umno. 

Pas’ declared intention to introduce Islamic law is its 
greatest gambit to date—for the simple reason that it knows 
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Sharia Gambit in Malaysia 


it will never come to pass. For those who have 
visited Kelantan, Pas’ stronghold, the party’s 
impact on the ground has been largely cosmetic. 
When it regained control of the state in 1990, 
it said it would ban “un-Islamic” practices like 
shadow-puppet plays, traditional forms of pre- 
Islamic culture, music and dance, and introduce 
gender segregation in public places such as bus 
stops and shops. Yet none of this has come to ` 
pass. In the state’s capital, there are the faded 
and forlorn signs reminding locals that bus stops 
are divided into “men’s” and “women’s” sections. 
But not once during my years of fieldwork in 
Kelantan did I encounter teenage boys and girls 
paying any heed to the signs. And people keep 
track of traditional shows by phone and just 
quietly show up. 

The gap between rhetoric and reality in 
Malaysia’s Islamization race has become embar- 
rassingly obvious, though it is interesting to note 
that nobody has pointed this out. On the eve of 
the American-led invasion of Afghanistan, Pas— 
along with other hardline Islamist groups— 
claimed it would not stop its members from 
going on a jihad in Afghanistan. Voices were 
raised, chests were beaten sore and threats were 
made. Yet not a single Pas member or supporter 
packed his bags. Pas’ leaders claimed they stood 
behind the Taliban, but in the end they stood 
where they did and watched the conflict from the 
comfort of their living rooms. 

The same logic is at work in Pas’ gambit with 
sharia and hudud. But this time the political costs 
have been high. Pas has squandered the good- 
will and understanding it earned in the wake of 
the 1998 economic and political crisis, and its 
insistence on pushing its agenda regardless has 
weakened the opposition coalition and alienated 
many non-Muslims and moderate Muslims. 

The real cost, however, will come if one day 
Umno calls Pas’ bluff and allows it to do exactly 
what it claims it wants: Impose and execute 
hudud punishments in the states it controls. The 
vote swing against the Umno-led coalition in 
1999 was very much a protest against Umno; few 
would conclude from that that Malaysia is mov- 
ing in the direction of Pakistan or Afghanistan. 
Indeed, there is no evidence Malaysians are will- 
ing to tolerate the sight of people being stoned to 
death, being beheaded or having their hands 4 
cut off. If that day ever comes, Pas will regret that 
it has painted itself intoa corner. = 
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Measures to Slow 


China’s Growth 


Tapping the brakes at the end of a year of breakneck 
growth, Beijing announced plans to curb spending, 
raise some energy prices and tinker with credit sup- 
ply, but it was expected to avoid bolder moves to slow 
down the economy significantly. Analysts said the 
moves were modest enough to ensure 8% annual- 
ized growth. Some economists expected inflation, 
more credit tightening and other steps would still be 
needed to rein in growth in 2004. The cabinet 
issued orders to curb spending on construction, 
factories and equipment by slowing approvals for 
projects. President Hu Jintao and other leaders also 
agreed to “limit market entry’—a possible reference 
to banning new competitors in some fields. “China 
is trying to slow its economy to a sustainable pace as 
it faces up to resource constraints and structural 
imbalances,” Andy Xie, 
a managing director at 
Morgan Stanley, wrote 
in a report. Xinhua 
news agency said the 
State Council agreed to 
ease power shortages 
and ensure enough 
food for the Lunar New 
= Year holiday in January. 


TOO FAST: Shoppers in Shanghai 


A 





CONGLOMERATE PLANS SOUTH KOREA BUY 

One of China’s largest state-owned conglomerates said it had agreed with 
creditors of South Korea’s fourth-largest car maker to acquire a 48.92% 
stake in the company. China National Bluestar, whose products range from 
industrial detergents to military signal towers, said it was considering 
investing about $1 billion to revive Ssangyong Motor. In a concession to 
South Korean workers, Bluestar said it did not intend to move plants to 
China, even though that is where sales would be targeted. Ssangyong has 
been for sale for three years. China’s Ministry of Commerce, meanwhile, said 
Chinese companies invested $1.74 billion in 448 overseas joint ventures 
between January and November 2003, 91.6% more investment than in the 
same period in 2002. The ministry said that it wanted to encourage Chinese 
companies to invest overseas by making the whole approval process easier. 


Reuters/China Photo 
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STOCKS 


In the world’s biggest 
initial public offering of 
2003 at $3.46 billion, 
shares in China Life 
Insurance closed 26% 
higher on their Hong 
Kong debut on December 
18 despite mistakes in 
share-allocation notices. 
China Life shares soared 
27% in New York trading. 
PricewaterhouseCoopers 
meanwhile estimated 
that the Hong Kong 
Stock Exchange would 
have 100 new listings in 
2004, raising a total of 
HK$ 100 billion ($12.8 
billion) with mainland 
China-based financial and 
insurance companies, 
electronics and telecom- 
munications companies 
topping the list. 


BONDS 


Highlighting China’s 
dependence on debt to 
stimulate economic 
growth, new data showed 
the country issued a 
record $75.89 billion in 
domestic treasury bonds 
in 2003, up from $71.61 
billion in 2002. In their 
economic impact, domes- 
tic bond sales, which have 
expanded by a record 





A CLOUD OF toxic fumes 
from a burst gas well sweps) 
across a 25-square-kilome- 
tre area near the southwest 
ern city of Chongqing, kilir 
more than 230 people, 
poisoning farms and forcing 
64,000 people to flee. 
Workers poured hundreds « 
cubic metres of mud and 
cement into the 400-metres 
deep well to plug the escapi 
of natural gas and hydroge 
sulphide. The gas field wasi 
run by a subsidiary of the 
state-owned China National 
Petroleum Corp. 


amount each year since 
1994, outweigh China’s 
foreign-investment 
inflows, which are 
expected to exceed 
$50 billion in 2003. 


BANKING 


Hongkong and Shanghai 
Banking Corp. and a 
subsidiary of Ping An 
Insurance (Group) said 
they planned to take over 
Fujian Asian Bank, one of 
China’s seven Sino-foreign 
joint-venture banks. 
Hongkong Bank, the Asian 
unit of London-based 
HSBC Holdings, said it 
planned to pay no more 
than $20 million for its 
50% stake. It hoped the Y 
deal would be completed 
in 2004's first quarter. 
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PAKISTAN 


Chinese media and a 
Pakistani military 
spokesman said the 
leader of an Islamic 
group accused of sepa- 
ratist violence in north- 
west China was killed in 
Pakistan. A Pakistani 
military spokesman said 
that Hasan Mahsum, 
named by Beijing in 
December as one of 11 
people on its first 
wanted list of terrorists, 
was killed in a raid on 
October 2 near the 
Afghan border. 


TAIWAN 


China said it has broken 
up a ring that spied for 
rival Taiwan and that 24 
Taiwanese and 19 
Chinese had been cap- 
tured and had confessed. 
President Hu Jintao 
meanwhile told President 
George W. Bush in a 
telephone conversation 
that Taiwan’s independ- 
ence “cannot be toler- 
ated,” the official Xinhua 
news agency reported. 


CORRUPTION 


Authorities said a group 
of officials reportedly 
accused of helping a 
crime boss in the south- 
ern city of Fuzhou were 
being investigated on 
corruption charges. 
Newspapers said eight 
police, court, tax and 
other officials in Fujian 
province were suspected 


of taking bribes to tip off 
the boss about imminent 
steps against him. 


ENTERTAINMENT 


Hong Kong Canto-pop 
diva Anita Mui, known as 
Asia’s Madonna, died at 
the age of 40. “Her own 
last wish was that her 
fans and reporters could 
let her go quietly, not to 
cry and call out her 
name,” movie star Jackie 
Chan told reporters after 
Mui lost a battle with 
cervical cancer. 


MOURNED: Anita Mui 








PROLIFERATION 


Under United States 
pressure to curb the 
spread of long-range 
missiles, China issued a 
set of rules restricting the 
export of missile, nuclear 
and biological technolo- 
gies that could be used to 
make or deliver weapons 
of mass destruction. The 
official Xinhua news 
agency said that the new 
restrictions would take 
effect on January 1. 


INVESTIGATION: Police question a suspect in Fuzhou 
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BUSINESS DIGEST 





PRIVATE-PROPERTY AMENDMENT BACKED 
Leaders of the National People’s Congress approved a proposed 
constitutional amendment to protect the right to hold private prop- 
erty and scheduled a full vote in March. At the close of an often-frac- 
tious debate within the Chinese Communist Party over the grow- 
ing role of the private sector, the clause that “private property 
obtained legally shall not be violated” appeared sure to win approval. 
The move would put private property on its strongest legal footing 
in a half-century of communist rule. “The proposed revision puts pri- 
vate assets of Chinese citizens on an equal footing with public prop- 
erty,” the official Xinhua news agency said. The NPC Standing Com- 
mittee meeting also approved other proposed amendments includ- 
ing one that would enshrine former party chief Jiang Zemin’s ideo- 
logical campaign, the Three Represents. It allows the party to widen 
its traditional embrace to include private entrepreneurs. The pro- 
posed amendment on the “Theory of the Three Represents” said 
that it should be one of the guiding principles of the nation. 


UNIFORM TAX ON COMPANIES PLANNED 
China plans to introduce value-added-tax and income-tax changes 
next year as part of its tax-reform programme, the China Daily 
said. The report said a unified tax system for domestic and foreign 
firms would also be set. “The current income-tax rules for enter- 
prises should be reformed,” Finance Minister Jin Renging told a meet- 
ing on fiscal status in Beijing. He stressed that unified tax rules 
and policies should apply to domestic and foreign-funded enter- 
prises. Foreign-funded companies now enjoy a preferential tax 
policy over domestic companies, though their nominal income tax 
is the same, Jin was quoted as saying. He didn’t give further details 
on the unified corporate tax rate, but analysts said it could be about 
20% of a company’s revenue, according to the report. 


GOODBYE TO BEIJING MOTORCADES 

Some good news appeared for a change for those unfortunate 
enough to have spent much of 2003 stuck in traffic jams in Bei- 
jing. The official China Daily said that the motorcycle escorts that 
guide dignitaries through the traffic-choked capital while ordinary 
traffic is forced to wait would be eliminated from January 1. It said 
the step was aimed at cutting out unnecessary pomp and easing the 
impact of state functions on the public. In another development, a 
Shanghai taxi company said it was adding 50 luxury Mercedes-Ben- 
zes from January to the fleet of 8,100 taxis it operates in the city. An 
executive at Shanghai Dazhong Taxi said that it planned to keep fares 
for the Mercedes vehicles at the same level as other taxis. 


UNDERWRITERS FALL UNDER SPOTLIGHT 

The top securities regulator said greater accountability will be placed 
on underwriters involved in equity fund-raising as part of China’s 
efforts to create a sound capital market. Deal makers involved in ini- 
tial public offerings, rights issues and convertible bond issues will 
from February 1 have the onus of monitoring the financial and oper- 
ational health of the companies they underwrite, according to 
new regulations from the China Securities Regulatory Commission. 





Elsewhere in the Review: 
A Suspected Case of Sars Appears in South China (page 18) 


Chinese Credit Ratings Are a Huge Leap of Faith (page 38) 
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EDUCATION 


Private Lessons 


| CHINA | 


Many Chinese families are paying big money to send their children to private schools as an 
investment in their future. Now it’s becoming easier for dedicated foreign investors to get into 
the education business—one of the country’s most promising new industries 
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LITTLE PRINCES: A boy 
plays with the taps 

` — at Boshen Kindergarten 
in Shanghai 
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THIS YEAR, Boshen Kindergarten in 
Shanghai got warm water in its wash- 
rooms. The 20-year-old school on a tree- 
lined street in the north of the city also got 
fresh paint, new desks and chairs and a 
bunch of new teachers. Walls were torn 
out to make classrooms bigger, and staff 
now disinfect toys more frequently. The 
reason: The formerly government-run 
school has a new owner—a private com- 
pany that also runs a kindergarten in 
Hong Kong. 

Boshen is part of an enormous 
experiment that the government is qui- 
etly allowing: private investment in 
schools, long a state concern. The first pri- 
vate schools emerged in the late 1980s, but 
their popularity has exploded in recent 
years as the more affluent middle and 
upper classes insist on better education for 
their children. Private schools draw tens 
of thousands of kids from kindergarten up 
to college and graduate school. 

Though education is a particularly sen- 
sitive field for the state—much more so 
than, say, manufacturing—authorities are 
enthusiastic about the process. “Education 
is undergoing tremendous change now,” 
says Olive Koo, managing partner of Hong 
Zhi (China) Education, the company run- 
ning Boshen. “In districts like this one, 
where the government has a huge respon- 
sibility to take care of the teachers, the pen- 
sions, stuff like that, there is a strong need 
to pass that burden to private institutions 
and owners.” 

The market is huge. In 2002, Chinese 
consumers spent more than $40 billion 
on education. That is forecast to climb 
to $90 billion in 2005, according to Edu- 
ventures.com, a United States-based 
research firm. And because of the one- 
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child policy, many parents can pay out 
substantial portions of their incomes for 
their kids. The average Chinese family 
sets aside 10% of its savings for education, 
according to the United Nations Educa- 
tional, Scientific and Cultural Organiza- 
tion. After housing, it’s the largest con- 
sumer expenditure for Chinese families. 
“China is really quite a good hunting 
ground for education,” says Andrew Khaw 
of International Enterprise Singapore—a 
group helping Singaporean businesses to 
invest overseas. 

Many parents are willing to shell out 
in return for a payoff in terms of better 
schools and placements. Hu Wenjie in 
Beijing says her family saved 10,000 
renminbi ($1,200) so her five-year-old 
daughter can attend a private bilingual 
school in 2004. “I was educated at a pub- 
lic school when I was a kid,” she says. 
“I know what it’s like. Their education 
is outdated and can't meet the require- 
ments for the new century.” 

Indeed for top nouveaux riches, cost 
is little obstacle. The 3+3 Kindergarten 
` in suburban Shanghai, for instance, is a 
bright facility in a private housing com- 
plex with lawns, plastic slides and bas- 
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THE PRIVATE PATH 
FOR STUDENTS 
Why China increasingly | 
favours private schools 


e Private schools offer supe- 
rior facilities and teaching 


e The government wants to 
save on state education at 
a time of surging demand 


* The one-child policy means 
families can spend more 





ketball hoops. Some 250 students aged 
from two to six (20% foreign and 80% 
Chinese) scamper around, and climb 
staircases with signs teaching them to 
count the steps—in English. 

The school, a joint venture between 
the local education bureau and a Taiwan 
company, is so well endowed that students 
from nearby public schools visit it to bor- 
row books. Tuition is 2,000 renminbi a 


PRIVILEGED CIRCLE: 
Teachers and kids in the 
Boshen playground 


month—roughly a junior teacher’s 
monthly salary. How can that make eco- 
nomic sense? “China has a one-child pol- 
icy,” explains Sam Wu, the school's Tai- 
wanese president. “Six family members 
raise one child, so they can afford it.” 

Despite a plethora of regulations, it’s 
getting easier for foreign investors to get 
into education. The government generally 
encourages Sino-foreign education ven- 
tures. But foreign investors are banned 
from compulsory primary school educa- 
tion from Grades One to Nine. Foreign 
investors are also barred from providing 
religious education. Under Ministry of 
Education rules, foreign investors involved 
with running schools in China must also 
be legal education providers. 

Foreign investors can set up kinder- 
gartens, but only in joint ventures and only 
if the local partner has a majority of the 
school's governing board. But sometimes 
rules vary between regions. In Chongqing, 
for example, the city has allowed Singa- 
porean businessmen to establish an inter- 
national school that includes primary- 
school grades. The joint venture is offi- 
cially considered a local company. 

Given the lack of clarity, it’s cru- >» 
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cial to have cooperation from local edu- 
cation authorities. Even when regula- 
tions pose a technical roadblock, “if you 
can find someone to work with you, you 
can do it,” says Bill Crampton, president 
of Shanghai-based Boston Training 
Technologies, which provides educa- 
tional services such as specialized Eng- 
lish programmes. 

Sometimes, however, it requires a little 
ingenuity. Consider Koo's experience with 
Boshen. In recent years, the Shanghai 
board of education has told district gov- 
ernments to turn over a number of public- 
school facilities to private operators. Koo, 
working in Hong Kong, learned that the 
Boshen campus was up for grabs in 2002, 
and asked her sister, a Shanghai native, 
to represent her and put in a bid. 

Koo signed a lease and began market- 
ing the kindergarten by passing out notices 
in public places, and through neighbour- 
hood associations. In June 2003, the exist- 
ing public school closed for the holidays, 
and the labourers moved in. When the kids 
returned, the school was halfway 
private. Upstairs are two classes 
taught by state teachers, and 
downstairs are two classes of 
younger kids, 6o in total, with 
private-school teachers. In 2004, 
when those upstairs graduate, 
Koo’s company will run the 
whole school. 

Koo sees enough interest 
to make her think of adding 
another class. “There are lots 
of improvements that can be 
made to improve the local 
schools, in terms of respecting 
the children, in terms of equip- 
ment, management and hy- 
giene,” she says. She has sent 
teachers for training in her Hong Kong 
school, hired bilingual teachers and tried 
to break out of hierarchical education 
methods. Breaking even on the invest- 
ment? Perhaps next year, she says. 

Fritz Libby, a founder of Shanghai- 
based Global Education Information Con- 
sulting Co. (GEICC), estimates that break- 
ing even in private education will become 
easier as demand grows. By some esti- 
mates, Chinese university enrolment has 
tripled in less than a decade. That brings 
demand throughout the system. If Chi- 
nese students don't do well enough in 
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middle-school exams, they can’t secure 
places at good public secondary schools. 
Libby estimates 50,000 students apply 
each year to study at high schools and uni- 
versities overseas. 

“There are fewer places in government 
high schools for the upcoming wave of stu- 
dents and that’s why everybody is invest- 
ing in private education,” he says. “The 


Joint-Venture High School for local and 
expatriate high-school students. 

Their joint-venture senior high-school 
model will be replicated in Suzhou. 
GEICC has signed a deal with the 900- 
year-old Suzhou Middle School for a high 
school by August 2004. At its Shanghai 
school, Saha Union has invested $5 mil- 
lion, and GEICC will return that invest- 


“This is a cash business: If they owe you money, 


you don’t teach them” 


Onc Boon KHENG, 


CHIEF EXECUTIVE AND FOUNDER OF INFORMATICS, SINGAPORE 


government thinks that students should 
not be going overseas in such numbers, 
so they've penned new rules allowing for- 
eign companies to come in and interna- 
tionalize private high schools.” 

GEICC is working with Dulwich Col- 
lege, a prestigious British boarding school 
founded in 1619, to launch affiliate 
schools in Shanghai and Suzhou and is 





NEW COUSINS: Two girls at Dulwich College Kindergarten, Shanghai 


looking at expanding its operations into 
Beijing and possibly southern China. 
With its partner Thai conglomerate Saha 
Union, it opened Dulwich College Kinder- 
garten for foreign and Chinese children 
in Shanghai in August 2003. Saha 
Union's president, former Prime Minis- 
ter Anand Panyarachun, was a pupil at the 
original Dulwich College in London. 
GEICC is building a Dulwich College pri- 
mary school for expatriate children aged 
six to 14, due to open in September 2004. 
Itis in talks with a senior secondary school 
in Shanghai to set up Dulwich College 


ment with revenues. GEICC pays Dul- 
wich a royalty per student, and pays the 
property developer about $500,000 a year 
in rent. “The business model is great,” 
says Libby. “We allow investors to sup- 
ply the hardware for the schools while we 
supply the software.” 

Their fees arent cheap. Kindergarten 
charges range from 3,000-4,000 ren- 
minbi per month for Chinese 
students and from 7,000 ren- 
minbi (for a half-day pro- 
gramme) to 12,000 renminbi 
(full day) per month for expatri- 
ate students. Libby says Chinese 
parents dont baulk at 
the costs. “People pull up in 
their nice cars and don't blink at 
the fees,” he says. The interna- 
tional primary-school tuition 
will cost $18,000-20,000 per 
year. In high school, Chinese 
students will pay $8,000- 
12,000; expatriate children will 
pay $20,000. 

For its part, Dulwich Col- 
lege in London says it will use 
the royalties it receives to provide grants 
to students who can't afford to attend its 
boarding school in Britain. By partnering 
in China, it also raises the school’s pro- 
file in Asia. “Were enhancing the brand 
and publicizing our name in areas where 
we recruit boarders from the region,” 
says Graham Able, Dulwich’s headmas- 
ter in London. 

Post-secondary training is another 
area luring investors—from masters’ 
degrees in business administration to 
diplomas in accounting, information 
technology, software engineering >> 
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Tell us what you really think a yin an iPod. 


Dear Reader, 


If you are given the chance to create an ideal Far Eastern ic Review, what would 
you add, drop, or change? In order to provide you with a better, more useful magazine, 
we invite you to let us know what you think of it and how it could be improved. 

The first 200 respondents will have a chance to win one oft iPods, a state-of'the-art 
MP3 player from Apple that works with both Mac’s and PC’s. You can go online to 
http://www feer.com /survey /reader/main.html to fill in the « estionnaire or complete this 
one and either fax it back to us at (852) 2503 1537 or put it in the mail. 









Thank you in advance. 
Yours faithfully, 
Aare 


Christopher J. Graves 
Managing Director 


1. Below is a list of different publications. Please tell us sa) if you subscribe and b) regardless of your supapnpgon . 
status, how often you typically read each publication. S 





a) Please leave blank if | b) Please tick one of the following 
you do not subscribe į for each publication 

Currently : Read all/ Read Read a Don't 

subscribe : most issues some issues few issues read 
Asia Inc. o : cy Cy cy Qo 
The Asian Wall Street Journal (AWS)) uw : cor Cp ar a 
BusinessWeek r : cy Os cy QO 
The Economist a : ck cs Cy Er 
Far Eastern Economic Review (REVIEW) Cy : ci oF oy F 
The Financial Times (FT) ir : Oo F cy a 
Forbes S i oO oO: oF a 
Fortune oF : Cy cP ni a 
Other, please specify: Oo ; g: as cy or 
Other, please specify: ar : ay g’ F o 





2. How important is each of the following characteristics in selecting a business and political publication? 








Extremely Very Somewhat Not very __ Not 

important important important important ERA rant 
{s.a trusted source FE Q re mi i i 
‘ls objective and unbiased oF oO ce cy ey 
is well written uP OF oP oF a 
Delivers in-depth analysis and interpretation co oO cr oF ah 
Gives me quick summaries of the key news a cr CF Cr or 
Contains information | can’t find in other publications cr g: ur cP mi 
Gives me advance warning on what may happen in Asia (m Ch Cy cp r 
Has reporters and journalists on the ground in Asia oF "i cp Cc? =) 
Is an essential source for doing business in Asia OF co Ch CF a 


3. Which one of the following publications performs best on each characteristic? Please tick only one per statement. 





Asia Inc. AWS} Business The REVIEW FT Forbes Fortune 
Week Economist 
Is a trusted source a e cr cr ck Cy cy oO 
_1s objective and unbiased a cy OF r a Cy cy cy 
Is well written ao a E cr OF im cy a 
Delivers in-depth analysis and interpretation oF CP cr g: ch Cr cy cy 
(Contd.} 
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Asia Inc. AWS) Business The REVIEW FT Forbes Fortune 
Week Economist 


-= Gives me quick summaries of the key news Q ir Q: ty oF EE cy ar 








~ Contains information | can’t find in other publications O' D r cy oO a EF Cy 
Gives me advance warning on what may happen in Asia Q cP r cy OF ‘ay cy oF 

- Has reporters and journalists on the ground in Asia a m E4 m d Oe cy CF 
-- Is-an essential source for doing business in Asia a uy Ce uy Ce a cy OF 


_-4, What do you think of the current mix of stories in the Far Eastern Economic Review? 


Too much Just right Not enough 
_ Business and economics oF oF my 
Politics oP CP T 
-Geographical coverage: 
[ Greater China (China, Hong Kong, Taiwan) Os oy ao 
Southeast Asia cr gre a 
South Asia (Indian Subcontinent) cp Cy o 
North Asia (Japan, Korea) cr Cy ay 
Global /USA/ Europe /international co Q a 








_ 5. Please indicate the types of stories that you are interested in for China, India and other emerging markets. 
-Please tick all that apply. 


China india Other emerging markets 
- Detailed business news OF Cy "i 
~ Quick summaries only of business news r Cy Cp 
Business strategies Cp cP tc} 
< Politics m a a 
< Other, please specify: 
None of the above oO a 


6, We'd like you to create your ideal version of the Far Eastern Economic Review, so please rate the following topic 

“areas on a scale from extremely important to you to not important at all. Do not put down what you think may 
sound good for other people—put down what you yourself honestly would like to read. And remember, you won't 
have time to read everything, so be tough and prioritise! 


Extremely Very Somewhat Not very __ Not 
ý : : h important 
important important important important at all 
Regional news summaries/briefs (The top news, 
business and political stories from around Asia this week, 
briefly summarised) a: Cy a cy Oo 
--tr-depth stories on specific countries UF d: cr CF Uy 
“Profiles of and interviews with business and political leaders ch a F ge ir 
In-depth look at companies 
(Background on companies and their management strategies) Oo Oy Os cr Q 
_ Managing 
- (Advice and strategies you can use to run your business) QF a: cy Cy EF 
-Personal technology 
_ (Reviews and guide to the latest gadgets and gear for you) ty Cy a Cy ao 
: “Technology news 
(Latest news and developments in computing, telecoms, etc.) im Oo cP Cr mi 
_ The latest in science and life science developments cr oO ore a cP 
Media and marketing news and trends in Asia ck oF ur CF o 
Financial markets coverage uF oF cy CF Oo 
“Personal finance 
` (Family investments, retirement plans, real estate, 
chifdren’s education, ete.) CF cr Or Cy oe 
Articles about lifestyle and culture or oO: cy Cr a 
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7. Which statements best describe you? Please tick all that apply. 


+ need all the raw information | can get on Asian business and markets 
I'need insight and analysis on Asian business and markets 
|'want short items just to make sure | haven’t missed anything in the news 


| have far too much to read and not enough time 
i'm reading more and more online these days 


I'make time for important business reading such as magazines at some point during each week 


I need more and more global information (more business information about Europe and North America, for example) 


| need more and more information about Asia 


| need to keep up with emerging markets apart from China or India 
It is important for me to learn about trends, emerging threats and opportunities before others do 


8. Overall, how satisfied are you with the Far Eastern Economic Review? 


Extremely satisfied By 
Very satisfied EF 
Somewhat satisfied Oe 
Not very satisfied ck 
Not at all satisfied oO 


9. Have you seen any advertising, in print or television, for the Far Eastern Economic Review in the last three 





months? 

Yes mi 

No CF Please skip to Q11 
Not sure LF Please skip to Q11 
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10. Which of the following do you remember about the advertising (in print or television)? Please tick only one. a . 


Asian executives on the streets of London uy 


Business executives on an airplane CP 
Spies trying to get business information Cp 
Executives on a yacht OF 


11. In which country do you live? 


12. Are you a man or woman? 


Man T Woman QF 
13. What is your age? 


Below 35 O’ 35-44 UP 45 -54 Q 


55 or above O* 








14. What is the nature of your employers’ business? If you are self-employed, please indicate the nature of your business. _ ; 


Banking/finance/asset management UF 
Manufacturing a 
Wholesale/retail trade Oe 
Business or professional services tc} 


Government/civil service /education ay 
Retired /living from investments ce 
Homemaker/Student/Not currently employed U7 
Other, please specify: 


15. If employed, which of the following best describes your current position? 


Top management (e.g., CEO or other C-level executive, owner/partner, VP, Managing Director, General Manager, etc.) 
Middle management (e.g., department head, administrative manager, sales/marketing director manager, etc.) 


Professional (e.g., accountant, attorney, medical, educator, etc.) 


Other, please specify: 
Not currently employed /Not working 


Thank you for your cooperation. 


gr 
tk 
Cr 
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THE REAL DEMAND IS NOW DRIVEN BY CHINESE, NOT EXPATS 


Even in the inland city of Chongqing, where incomes are half those 
of Shanghai, the foreign plunge into the education market is clear. 

Chongqing International School, a joint venture involving a 
Malaysian and three Singaporean private investors and the China 
Centre for International Educational Exchange, a company 51% 
owned by Beijing’s Ministry of Education, opened in September. 
Tuition fees, at 30,000 renminbi ($3,600) a year, are steep for a 
city with an average per capita income of 7,200 renminbi. 

The school can take kids from the age of five until they 
graduate at 18 but is currently 





enrolling pupils aged 12-18. Under EARD 

a special licence it can recruit both kH =| A 
local and foreign students. “We ie p 
hope that in a few more years we'll m mae 
have more overseas Chinese kids 
at the school from Southeast Asia,” 


says Chong Huai Seng, one of the 











ee 


River—sits in the heart of China’s most densely populated region. 
Greater Chongqing has 31 million people and the provinces bordering 
it are home to 280 million. “To be honest, the money is in local 
students, not foreign students, at the moment,” he says. 

If enrolment climbs from 400 this year to 1,300 students next 
year and to 1,500 in 2005, as expected, the Singaporeans should 
be able to pay back the initial 120 million renminbi investment within 
four years. And with teachers’ salaries as low as 5,800 renminbi per 
month, “the profit margins are quite high,” says Chong. The school 
is on track for revenues of 23 mil- 
lion renminbi in 2004 and 39 million 
renminbi in 2005, he adds. 

In their drive to turn Chongqing 
into a magnet for foreign investment, 
local officials endorsed the new 
school as a priority project. The land, 
including a small mountain, was lev- 













Singaporean investors. 

Chong plans to send his own two 
sons, aged 13 and 15, to the school 
next year. “Their Mandarin will get 
better,” he says. “They’ll understand 
Chinese culture. They'll have friends 
in China so they will know people 
to do business with later on. If China 
is going to be where the action is, 
you don’t want to leave it until it’s too late.” 

Chong predicts that more and more expatriate families will be 
looking for schooling options in the city. British Petroleum, Ford, 
Honda, Yamaha. and Suzuki have all set up joint ventures in 
Chongqing. “There are lots of people there from Hong Kong and Tai- 
wan and previously they couldn’t bring their kids along,” he explains. 

But even with the foreign investment, relatively few expatriate 
families live in the city. Most Hong Kong, Taiwan and even Shang- 
hainese executives shuttle in and out, leaving their families at home. 
The real demand, Chong says, will come from local families. 

Chonggqing—a hilly city on the upper reaches of the Yangtze 
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he science block at Chongqing International School 


elled and cleared and the school built 
in five-and-a-half months. The local 
government exempted the school 
from paying taxes for the first three 
years and capped taxes for the next 
two years at half the normal 33% rate. 

There’s no shortage of potential 
students. Statistics from Singapore- 
based market-research firm China 
Knowledge Press show that the number of junior high-school and 
senior high-school students in Chongqing surpassed 1.6 million 
in 2001. The city’s top seven state schools receive about 4,000 
applications each year and typically only 800 succeed. Chongqing 
International School plans to pick up the overflow, and hopes they'll 
be able to pay its tuition fees. 





“China needs a lot of money to improve its education and there’s 


no way the government can fund it all,” says Choong Khuat Hock, 
a former stockbroker-turned-financial-consultant and one of the 
school’s three Singaporean investors. “We've already had offers from 
an Australian company to buy us out.” Trish Saywell 


and marketing. Singapore-headquartered 
RafflesLaSalle, for instance, teaches 
design at its joint ventures on the main- 
land and has partnerships with reputable 
Chinese universities in six major cities. 
Another Singapore operator, Informat- 
ics, teaches business management and 
technology skills at 65 centres in 35 
Chinese cities. “Public education can 
never satisfy the demands of everyone,” 
says Ong Boon Kheng, chief executive 
and founder of Informatics. And it’s a 
good investment for franchisers. “If 
they’re a good operator they can have 
their payback in two years. This is a cash 
business: If they owe you money, you 
don't teach them.” 

But even for wary foreign investors, 
education be hard. Singapore’s Julia 
Gabriel School of Speech and Drama 
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negotiated for 15 months with a partner 
who owned private schools in Shanghai. 
But Francesca Chan, a director of Julia 
Gabriel School, says that it all fell through 
when the school learned its Chinese part- 
ner had fallen foul of the law. Now Chan 
is looking for new partners to open in 
Shanghai to teach children from 18 
months to 18 years of age. 

Chan notes that barriers to entry are 
still quite high. She describes the appli- 
cation process for a joint-venture educa- 
tion licence as “difficult” and “tedious.” 
The Shanghai government approves 
licences once a year in September. If your 
licence isn't approved, you must wait 
another year to re-apply. “A lot of schools 
are applying and from what I’ve been told 
the success rate is not very high,” she adds. 
“It’s just complicated. For every rule, there 


are so many exceptions . . . I think they 
do want foreigners to come in, but it’s still 
a sector that is very protected.” 

Boshen proprietor Koo had her share 
of troubles. She struggled to find teachers 
who would leave secure public-school jobs, 
and says she nearly cried when a head- 
mistress she had recruited demanded a 10- 
year contract. “My biggest hurdle is to find 
good teachers who have lots of experience 
from government schools,” she says. 
“They have pensions. I cannot give a 
teacher a pension for life.” 

She also struggled with revenue. This 
year, the district education board mandated 
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TACKLING PIRACY: 
The United States 
and others accuse 
Thailand of not doing 
enough to eradicate 
the scourge 





Faced with falling sales due to Internet file-swapping and piracy, major entertainment companies 
are turning to former pirate outfits in Thailand to produce cheaper CDs and DV Ds for them. But 
there are risks due to Thailand’s failure to tighten laws protecting intellectual-property rights 


Thai music- and 
movie-disc producer Crystal Disc Indus- 
try held a prominent place on a blacklist 
of pirates maintained by companies like 
Sony, EMI and Universal. So brazen were 
Crystaľs managers that when busted in 
2001 on the outskirts of Bangkok with 
three unlicensed disc-pressing machines, 
they claimed the devices were really being 
used to inject milk into bottles. 

Today, in a dramatic about-turn, the 
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world’s top entertainment groups are 
working with the very pirates they once 
vilified. Faced with mounting losses from 
Internet file-swapping and rampant low- 
grade piracy that has rendered local mar- 
kets in the developing world all but lost, 
the big five music and movie makers— 
Sony, EMI, Universal, BMG and Time 
Warner—are now placing large produc- 
tion orders with the likes of Crystal. 

But it’s a strategy fraught with risk 


By Shawn W. Crispin/BANGKOK 


due to continuing lax Thai legislation on 
intellectual-property rights. Moreover, 
while Crystal and four other former disc 
pirates were recently declared “clean” by 
the Thai government, none are recog- 
nized by the London-based International 
Federation of Phonographic Industries 
(IFPI). The entertainment industry’s 
main watchdog regards them as “grey” 
market producers. 

So why the change of heart among the 
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entertainment giants? One big reason is 
that these five Thai companies can under- 
cut mainstream disc producers on cost by 
as much as 20%. In part, that’s because 
they haven't invested in the expensive 
intellectual-property control equipment, 
including centralized computer monitor- 
ing of production runs and other plant- 
surveillance measures required by the 
IFPI for recognition. That allows the grey- 
market producers to offer prices below the 
fixed-cost levels of the only two IFPI-rec- 
ognized factories in Thailand. 

The savings add up to real money 
at a time when big record and movie stu- 
dios face thinning margins and sales 
in their major United States and Euro- 
pean markets. In September, the enter- 
tainment multinationals slashed whole- 
sale prices of their CDs and DVDs in the 
U.S. by around 20% in response to 
falling sales and profits due to Internet 
file-swapping and piracy. Industry ana- 
lysts say they also risk losing a big new 
market opportunity to technology com- 
panies like Microsoft Corp., which are 
moving to establish their own pay-to-play 
Internet file-swapping services for music 
and movies. 

But there’s a real risk in doing busi- 
ness with former pirates, say the analysts. 
Without intellectual-property protection 
measures, such companies could easily 
use access to master prints, art and liter- 
ature to generate high-grade counter- 
feits indistinguishable from the real thing. 
Those could eventually make their way to 
the U.S. and Europe, undermining enter- 
` tainment companies’ pricing power and 
sales in their top markets. 

Even those contracting with disc- 
pressing plants recently certified as clean 
by the Thai government acknowledge the 
danger. “[The reformed pirates] have 
been doing business for years and have 
a credible client base,” says Nadda 
Buranasiri, managing director of Uni- 
versal in Thailand, which contracts work 
to two plants the company once black- 
listed. But the executive warns that “it’s 
not to say those that are clean today won't 
be dirty tomorrow.” 

The IFPI estimates that 70%-80% of 
pirated music and movie discs originate 
from grey-market production facilities. 
The watchdog also believes Southeast 
Asia accounts for 25% of the world’s disc- 
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manufacturing capacity, but only 4% of 
the legitimate music market. Thailand 
has a total capacity of 1.2 billion CDs a 
year, but legitimate demand for only 60 
million discs. 

Piracy experts say the trend of big enter- 
tainment companies using unregulated 
producers in Thailand suggests a major 
disconnection between their purchasing 
departments, which are charged with beat- 
ing down production costs, and the sales 
side, which is more focused on intellectual- 
property protection issues. 

“The whole [entertainment] industry 
is in need of a new business model,” says 
Richard Smith, managing director of 


CHEAPER DISCS: 
Disc Supply's CD 
plant in Bangkok 


Siamerica Business Group, a Bangkok- 
based consultancy that has done in- 
depth research on global piracy issues. 
“But doing business with pirate pro- 
ducers shows how much they are grop- 
ing in the dark to respond to the chal- 
lenges they face.” 

Thailand still has no law requiring 
disc producers to account for their raw 
materials, production runs and stamp- 
ing equipment—standard protections in 
the developed world. Moreover, Thai 
laws passed to protect civil liberties also 
bar state watchdogs from making spot 
checks on factories after dark, when pro- 
duction runs of counterfeits are most 
likely to happen. Moves to tighten leg- 
islation have faced resistance and a 


tough draft law on intellectual-property 
protection tabled in early 2003 is being 
watered down in parliament, according to 
industry sources. 

“Our CD production-control laws are 
still lacking,” conceded Yanyong Phuan- 
grach, the Thai government's top intel- 
lectual-property-rights official, during a 
recent presentation in Bangkok for U.S. 
lawyers and business executives. He esti- 
mates there are currently around 50 disc- 
pressing plants in Thailand, with just the 
two certified as clean by the IFPI. 

That being the case, some are ata 
loss to understand how the Thai gov- 
ernment, which as recently as last year 





was still prosecuting some of the larger 
disc pirates, in July suddenly branded 
five of them—Crystal Disc Industry, 
General Record International Industry 
Co., Disc Supply International, Two 
Dimension Manufacturing Co. and 
Siamcycle Co.—as legitimate, even 
though most of them still lack intellec- 
tual-property protection safeguards like 
special identification numbers on their 
production moulds and other comput- 
erized protective measures. 

One possible explanation: increasing 
pressure to do something after the U.S. 
Trade Representative Office in May 
placed Thailand on a “priority watch list” 
for copyright-infringing nations and 
threatened retaliatory trade meas- > 
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ures if Bangkok didn’t get tough with 
pirates. The European Commission and 
the IFPI have also both renewed a “trade- 
barrier regulation” complaint with the 
Thai government. 

Critics claim the Thai government, 
which is set to open talks this year with 
Washington about establishing a bilateral 
free-trade agreement, simply declared 
its biggest offenders legitimate 
and cracked down on smaller, 
amateur pirates. Thai official 
Yanyong has said only that 
anti-piracy efforts are still a 
“work in progress.” 

Regardless, the policy shift 
has been hard on companies 
like Dyntec Disc Production, 
one of the two producers in 
Thailand certified by the IFPI 
as having the proper controls 
in place. Since 1992, Dyntec 
has produced for all five of the 
major multinational enter- 
tainment companies that do 
business here, pumping out 
26 million discs a year at the 
peak of its production work in 
the late 1990s. 

In recent months, though, 
Dyntec has lost more than half 
its business as core clients like 
Sony, EMI and Universal drift 
to the cheaper, newly certified 
plants. “The major entertain- 
ment companies arent uphold- 
ing their own standards,” says 
Suthep Vichakyothin, Dyntec’s 
managing director. “Protecting 
their intellectual-property 
rights has become a disadvan- 
tage to my business.” 

For their part, some local 
representatives of the big 
entertainment companies 
say they believe their new 
strategic partners have 
changed their stripes, and are now work- 
ing to protect rather than violate their intel- 
lectual-property rights. But they also admit 
there is room for falling back to old habits. 
“If someone really, really, really wants to 
pirate our products, there are always ways,” 
says Kamol Sukosol-Clapp, managing 
director of BMG (Thailand). “But the pro- 
ducers we are working with have been very 
cooperative so far.” 
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Adds Piset Chiyasak, general manager 
of Thailand’s Entertainment Content 
Trade Association (TECA), a Bangkok- 
based trade group: “Some [recently certi- 
fied plants] are still doing unaccounted 
product overruns. It’s still difficult to guar- 
antee if a plant is clean or not.” The 
Bangkok representative offices of Sony, 
EMI and Time Warner, declined com- 





“Everything is open here. We don’t 


do anything illegal any more” 


VIROJ PRICHAVONGWAIKUL, Disc SUPPLY 


ment for this article. 

Indeed, in August, only a month 
before the Thai government gave the five 
newly registered producers a clean bill of 
health, all were caught importing stamp- 
ing equipment without licences, accord- 
ing to Piset. But the government let 
them keep the machinery, including two 
sophisticated stampers for making high- 
grade DVD-9 discs, he adds. The problem: 


No Hollywood studios officially contract 
DVD-g9 production in Thailand. 

Disc Supply, which does work for both 
Time Warner and Universal, was one of 
the newly registered companies that was 
caught. Located in a rundown office tower 
on the outskirts of Bangkok, the company 
has few of the intellectual-property 
protection measures international watch- 
dogs require. Workers walk 
unchecked on and off the fac- 
tory floor where master pro- 
duction copies and art are 
stored. Security cameras scan- 
ning the entry and exits to 
the factory floor were left 
unmonitored at the front desk 
during a recent visit. 

“Everything is open here,” 
Viroj Prichavongwaikul, Disc 
Supply's founder and manag- 
ing director, tells the REVIEW. 
“We don't do anything illegal 
any more.” 

General Record Interna- 
tional Industry, or GRII, is 
another case in point. Currently 
Thailand’s largest CD producer, 
GRII was recently certified by 
the Thai government as a reg- 
istered producer. Yet the com- 
pany failed to win the IFPI’s 
approval after a series of inspec- 
tions last year. 

Withoon Manomaikul, 
GRII’s managing director, says 
he refused to allow the IFPI to 
check some of the discs he 
produces for multinational 
entertainment companies, 
because the watchdog’s inspec- 
tors didn't have written permis- 
sion from the companies them- 
selves when they showed up 
unannounced at his factory. 

Increasingly, though, IFPI 
approval isn't necessary to win 
big production contracts with the multi- 
national entertainment companies. 
Withoon says GRII has plans to increase 
its production facilities from its current 
13 pressing machines to around 25 in 
2004. “We aim to get a bigger share of 
the international market,” says Withoon, 
inspecting a recently completed produc- 
tion order from Universal. “That’s where 
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A BORING CALLING: 
Indian firms 

worry about the 
high attrition rate 
at call centres 


CALL CENTRES 


Innovation 


Job-Hopping Central 


India’s call-centre and back-office industry is bounding along. But so are its workers. 
They’re jumping from job to job in a market that can’t get enough of them. High staff turnover 
is driving up costs for companies, and they’re battling back 


* AT FIRST, ROSALIND DIAS enjoyed her work at a call centre 


~ 


in Mumbai. Soon, however, the all-night shifts began to 
take their toll. She’d return home exhausted and flop into bed, 
too tired to eat or talk to her parents. “I guess I wasn't really 
cut out for it,” says the 22-year-old engineering graduate. 
Six months after joining, she quit. 

In India’s burgeoning $3 billion call-centre and back- 
office industry, the greatest challenge may be getting employ- 
ees to stay put. Every day, more Western firms announce 
that they're moving customer-service, accounting and 
human-resources-related work to places like India. But as 
competition for workers heats up and the monotony of 
the job sinks in, India’s call-centre business is battling 
increasing staff turnover rates. That’s driving up costs, 
and in some cases, salaries, too. 

Some workers, like Dias, leave because they can't handle 
the night shift; some jump to higher-paying jobs at other 
call centres; some go back to school or find a new profes- 
sion. In a young industry, attrition is already running at 
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By Joanna Slater/MUMBAI 


35%-45% a year for typical call-centre work. That’s far lower 
than call-centre turnover rates in the United States. Nonethe- 
less, Indian firms say it’s a growing source of concern. 

Attrition is “the single biggest issue” in the industry, 
says Ananda Mukherjee, chief executive of ICICI One- 
Source, a call-centre and back-office firm with operations 
in Mumbai and Bangalore. “At the end of the day, attri- 
tion costs a lot of money.” 

In some ways, the industry is a victim of its own suc- 
cess. In less than five years, it has grown from next to noth- 
ing to an employer of 200,000 people. Almost all are young, 
ambitious, and, once trained, in high demand. 

Swapnil Coelho, 23, a supervisor at a customer-service 
centre in Mumbai, says he gets calls every day from 
recruiters trying to lure him to other call centres. His wife 
Ruchi, who also works in the industry, has changed call cen- 
tres three times in the past three years, pulling a higher 
salary each time. “You're constantly evaluating the prospects 
and growth potential of your company,” says Coelho. >> 
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ATTRITION IS HIGHEST IN CUSTOMER-SERVICE JOBS 
WHERE EMPLOYEES FIND THEMSELVES SPENDING ALL NIGHT 
ON THE PHONE WITH IRATE CALLERS 


v 
v 


Call-centre executives say that, for now, they can find 
enough fresh recruits to replace those who leave. But with 
the industry expected to employ 1 million people in five 
years’ time, the current abundance of young English-speak- 
ers may not last. 

“For the next 18-24 months, there’s no issue” of sup- 
ply, says Atul Kunwar, managing director of global out- 
sourcing for U.S.-based eFunds, which has more than 2,400 
employees in Mumbai. “Beyond that, the question will be 
how to handle growth.” Kunwar’s company is offering part- 
time work to attract workers who don't fit the typical call- 
centre profile—for example, older housewives who have 
English-language skills. 

“We are tapping deeper and deeper into the talent pool,” 
says Noshir Kaka, a principal at consultants McKinsey & 
Co. in Mumbai. So far, India’s existing English education sys- 
tem has been sufficient, he says. But for the business to 
expand to the forecast 1 million people, “you've got to have a 
bit more initiative from the government.” Indeed, the Indian 





RESTLESS YOUTH: A battery of strategies to keep people happy 


government is planning a campaign to promote careers in 
call-centre and back-office work, says an official from the Infor- 
mation Technology Ministry. Kaka also says that companies 
will have to explore new territory beyond big cities like Mum- 
bai, New Delhi and Bangalore. 

Maintaining quality as call centres expand will also be 
an issue. In December, investment bank Lehman Brothers 
said it would stop outsourcing a small internal tech helpdesk 
to India after problems arose with the service, though it will 
continue other types of offshore work in India. 

For now, however, companies have their hands full deal- 
ing with rising turnover. Call centres say attrition eats into 
their profit margins by forcing them to hire more staff in 
anticipation of dropouts. They also have to invest more in 
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repeated training and recruitment, and manage dips in pro- 
ductivity and efficiency as new staff begin working. 

Attrition is highest in traditional customer-service jobs, 
where young people find themselves having to spend all 
night on the phone, often with irate callers. In other areas 
such as claims-processing or accounting, the turnover rate 
is much lower. More worrying for many companies is the 
merry-go-round in supervisory and management jobs, as 
new centres are only too willing to pay higher salaries to 
hijack experienced staff. 

To stop the job-hopping, companies are trying a variety of 
measures. Some have resorted to gentlemen's agreements not 
to poach staff. Vikram Talwar, CEO of Exl Service outside New 
Delhi, says he has such an agreement with the call centre next 
door. “Before, there was hell to pay,” he says, as employees 
walked back and forth between the offices toting competing 
salary offers. No longer. “It’s probably not fair to employ- 
ees,” he concedes, “but employees are not fair either.” 

Talwar says his company has also started hiring recruits 
from outside the Indian capital, where the centre is located, 
and giving them accommodation or a housing subsidy. Peo- 
ple without a network in the city are less likely to switch 
jobs, he says, and tend to be more committed to their 
employer. “Today we hire more people per month than we 
ever did, but we have to do more than we envisaged to retain 
them,” he adds. 

Others are adopting different techniques to discourage 
workers flitting from place to place. eFunds, for example, 
only hires staff from competitors if the newcomers have 
stayed with their previous employer for at least six months. 
The industry “can’t afford to have people leaving after 30, 
6o, or go days,” says Kunwar. “That’s just adding to cost 
for no reason.” 

Other companies are rolling out a battery of strategies to 
keep workers happy, from organizing bashes at local discos 
to offering training seminars based on Japanese management 
techniques. “Compared to the U.S., where [employees] are 
mainly high-school dropouts, here there are very intelligent 
graduates,” says Vivek Kulkarni, chief executive of B2K Corp., 
which offers technical support for Western companies from 
its Bangalore centre. “On the other hand, it’s a challenge to 
keep intelligent people. You need to invent different types 
of work for them to do.” 

But for some young people, even variety won't do the 
trick. Vikrant Ghate, 24, says it wasn't hard to leave the busi- 
ness. Ghate joined a call centre in Mumbai two years ago 
after he couldn't find a job as a commercial pilot. He quit 
last summer to pursue his dream of flying, happy to leave 
the stream of angry customers behind him. Now, he says 
with relief over a daytime cup of coffee, “I’m back with 
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Stay up to speed 
with Asia Now. 


Monday to Fridays live. 





19:00 hrs and 22:00 hrs. (HKT) 


Keep pace with Asia Now - your essential update on major events in Asia and the world. Get breaking news and global markets’ analysis. Plus coverage of European 
markets closing and the NYSE opening. Asia Now - your finger on Asia's fast beating pulse. 


Programming times are subject to change. 


http://edition.cnn.com Be the first to know.. CIN. 
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LOOSE 


BY JEREMY WAGSTAFF 


Good News and Bad for 2004 


This year, spam and viruses will get worse; camera phones will become easier to use—but 


you'll be lucky if your Bluetooth gadgets do, too 





Another year, another bunch of resolutions dashed. 
Will this year be any better? 

Last year, I grumbled about standards, and how 
just because we've got all these great technolo- 
gies and gadgets bulging out of our handbags, 
pockets or men’s purses, it doesn’t mean they can 
talk to each other any better (Get Those Gadgets In 
Sync, Jan. 16, 2003). 

Not much has changed. We have standards but 
manufacturers either dont care or haven't bothered 
to make them work well, or work with products 
other than their own. 


Tried to synchronize your personal digital assistant with your 
laptop using Bluetooth recently? Well, you probably have and you're 
one of those annoying people for whom it’s a seamless, pleasura- 
ble experience. But for the rest of us it’s miserable. 

Occasionally there’s a glimmer of sunlight. Apple has done 
a pretty good job of making Bluetooth something you don't really 
think about. Bluetooth is simply a wireless technology that enables 
two or more gadgets to talk to each other without using cables. 
Nothing special, but it becomes a kerfuffle under Microsoft Win- 
dows, to the point it’s like trying to get a couple to make up 
after a battle over the washing-up. With a Mac all you see is a Blue- 
tooth logo at the top of the screen and everything else is behind 





UNDER THE WIRE 


The Latest 
Software and 
Hardware 
Upgrades, Plug-Ins 
and Add-Ons 


As part of my commitment 
to the new year, I’ve given 
my blog a facelift. For those 
of you still not sure what a 
blog is, think Log, and then 
think Web. Put it together 
and you have Web Log. But 
that’s too many syllables for 
the online-in-a-hurry crowd, 
so it’s just become blog. 
Awful word, | know, but at 
least it’s memorable. 

Blogs are homes to 
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thoughts, news, whatever, 
and they’re getting more and 
more popular—and main- 
stream. Even politicians, 
from the United States to 
Iran, have them. 

Anyway, check out my 
new Loose Wire Blog at 
loosewireblog.com (note the 
new address, folks), where 
you'll find more rants, raves, 
comments and pointers than 
we have room for in this 
column. It’s free. 

To give you an idea of 
what we talk about on the 
blog, here’s a taster of recent 
postings. 

Our friend the iPod is 
getting quite a bit of press of 
late. A posting from Decem- 
ber 29 points to articles 
suggesting it may be the new 
standard bearer of a new 
form of digital-rights man- 
agement, which may or may 
not be a good thing. What’s 
clear is that the iPod of the 
future is going to be a lot 


more than a cigarette-packet- : 
: general fraud activity. 


sized device to play music to 
you while you jog (or garden, 
or vegetate). It will be your 
personal digital assistant, a 
phone, and possibly even 


play back movies. 
Another recent posting 


: discusses strong rumours 
: of cheaper iPods on the way 


in January. 
Web sites say Apple’s 


Steve Jobs may unveil a $100 


iPod, smaller and with a 
range of colour options, 


: storing between two and four 
: gigabytes, compared with 

: the current $300-400 iPods 

; that hold between 10 and 40 


gigabytes. Apple, of course, 
is saying nothing. 
Christmas has been the 


: season of scamming, 


particularly phishing—the art 
of depriving folk of their 
sensitive password data and 


; then using it to empty their 


pockets. 

A posting in late Decem- 
ber quotes Anti-Phishing.org, 
an industry Web site, as 


: saying it has seen “dramatic” 
: growth in November and 


December of e-mail spoofing 
(e-mails claiming to be from, 
for example, your bank) and 


Several scams played on 


: the holiday theme, including 


one which looks like an on- 
line Christmas card, appar- 


ently from the AOL Hallmark 
team, where the recipient is 


: asked to visit a Web site to 


pick up his or her card. To 
access the scamming site, 


: the person is then asked to 


log in to their AOL account, 


: giving away their account 


name and password in the 
process. Oops. 
Meanwhile, thanks for all 


: the e-mails you sent in this 
: year. It really helps to know 
: what readers are interested 


in, and I’m more than happy 


: to hear from those of you 
: who disagree with me. Or 
: from those who feel I’m 


getting too tetchy some- 


: times. So keep the e-mails 
: coming in the year ahead. 


Talking of writing in, 


i there’s still time to submit 


your contender for the 
Review Spam Lit 2003 


; Award, using only subject 


lines and text from spam 


: you’ve received. E-mail 


entries to me at 


3 spamlit@jeremywagstaff.com 


before January 8, 2004. 
Remember: Loose Wire’s got 
some nice USB flash drives 


i to be won—belated Xmas 
: gifts for the winners. 
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the scenes. That's how it should be. But wor't be in the Windows 
world until Bluetooth is part of the operating system, and not just 
an afterthought. 

So what do I see happening in 2004? I think Bluetooth will 
either thrive or die this year, as users punish manufacturers for not 
displaying sufficient commitment to getting something with a Blue- 
tooth logo on it to talk to another Bluetooth gadget from a different 
manufacturer. If these standards don't work they will die off. 


WATCH OUT FOR RSS 

Elsewhere, something called RSS (Really Simple Syndication) is 
going to take off in a big way. This is another standard—used for 
distributing content without using e-mail, and without lots of fid- 
dling. Say you have an on-line journal, or blog. People like it, and 
want to read it every time you add something. They could visit it 
every so often to check out whether it’s been updated. That’s a pain. 
Or they could subscribe via e-mail, so that every update appears 
in their inbox. Better, but how can they be sure you're not going 
to send them lots of extra stuff, or sell their e-mail address to spam- 
mers? And how easy is it to unsubscribe? For you, and for them, 
e-mail has downsides. 

So how about if they just click on a little orange button on 
your Web site and then, hey presto, a program called a news- 
reader in their computer (which they've already downloaded, being 
hip to the whole thing) loads up recent updates to your journal and 
occasionally checks for more. You dort have to do anything more, 
and neither does the subscriber. 

That’s RSS—and it’s already becoming the way a lot of folk 
get their news, personal and professional information. Expect 
to see more corporates get aboard this year, and, inevitably, folk 
trying to make money out of it, either by trying to bend the 
standard to their own interests by “developing” it, or more rea- 
sonably by including advertising. Media organizations that 
don't embrace this technology will regret it. 

One of the other advantages with RSS is that it bypasses spam- 
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mers, at least for now. Because RSS feeds only 
appear in your computer if you ask for them, you 
can stop anything you don't like quickly and con- 
clusively. Spam, or junk mail, works differently: 
Once someone has your e-mail address, or guesses 
it correctly, they can send you anything and you 
don't have much defence, short of changing your 
e-mail address every day. This doesn't mean, sadly, 
that spam is going to go away. In fact, in 2004, it 
will get worse, as laws in Europe and the United 
States push spamming operations offshore. 
Spammers will rely on computers in the unregu- 
lated world to send out their junk. This will 
strengthen the ability of international ne’er-do- 
wells to harness technology and the Internet to 
make money, via fraud, blackmail and hacking. So 
expect more and more sophisticated, viruses, Tro- 
jans and worms. 

On a happier note, expect to see camera phones 
and smart phones get better, easier to use, and 
for operators to improve services and offer more 
for less. Competition will partly do this, but also 
users will, through their own ingenuity and refusal 
to be hoodwinked, prod operators to keep bills low 
and interoperability high (i.e., sending a picture 
from one cellphone carrier to another, or from one 
make of cellphone to another). Users will come up 
with interesting ways to use this new technology, 
which will have very little to do with what the car- 
riers or manufacturers envisaged. This will open 
up whole new ways for people to interact and share 
information. Which, in the end, is what having 
standards is all about. 

Here’s to maintaining them in 2004. 

More musings at http://loosewireblog.com 
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CHINESE CREDIT RATINGS 


| MONEY 


A Huge Leap of Faith 


China’s companies operate in such secrecy that it is all but impossible to rate their creditworthiness. 
Yet international rating agencies are willing to risk their reputations trying to do so 


AS INCREASING NUMBERS of Chinese 
companies turn to the capital market, 
international credit-rating agencies are 
charging into China hoping to capitalize 
on a huge new business opportunity. But 
they’re operating in such a murky atmos- 
phere that many investors question the 
value of their assessments. 

Demand for credit ratings—an 
assessment of how willing and able a 
company, bank or government is to repay 
its debts—is growing as more Chinese 
companies list shares and issue bonds, 
both at home and in international mar- 
kets. The value of initial public offer- 
ings from China has risen 45.6%, and the 
value of bonds issued has increased 253% 
in the last five years, according to finan- 
cial-data provider Thomson Corp. 

The success of agencies such as Fitch 
Ratings, Moody’s Investors Service and 
Standard & Poor’s in China could prove a 
key test of the country’s ability to develop 
world-class companies and capital mar- 
kets. The ratings assigned by the agencies 
help investors decide if a company is a 
risky or safe investment. For companies, 
ratings can determine how costly it will 
be to raise funds. 

But while China is opening, it’s a slow 
process. Faulty accounting, evolving reg- 
ulations, poor corporate governance, gov- 
ernment interference and a lack of trans- 
parency hamper agencies’ efforts. Chinese 
companies must get government per- 
mission before they can approach an 
agency for a rating. And market research, 
a key factor to assessing sectors that com- 
panies operate in, remains tightly con- 
trolled by Beijing. 

Analysts at rating agencies say they're 
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frustrated as China doesn't adhere to 
international accounting standards, com- 
panies often don't know how to collect cer- 
tain data, publicly listed companies can 
be controlled by private parent companies 
that aren't required to disclose financial 
information and the government issues 
misleading economic statistics to meet 
state planning targets. 

“China is one large grey area,” says John 
Bailey, director of corporate ratings at Stan- 
dard & Poor's in Hong Kong. “You have to 
go in with your eyes wide open,” he adds. 


STACKING UP 


By Joel Baglole/HoNnc KONG 


Yet, despite the enormous hurdles, 
agencies are issuing ratings in China. So 
far Fitch, Moody’s and Standard & Poor’s 
have been focusing on China’s sovereign 
bonds and companies listed on overseas 
stock exchanges, where disclosure is bet- 
ter than at private enterprises. Public com- 
panies such as China Mobile (Hong Kong) 
and Huaneng Power International as well 
as several state-owned banks have been 
given investment-grade ratings. 

China is a potentially lucrative market 
for rating agencies, with more than > 


Rating banks in China is no easy chore 


Agriculture Bank of China 


Bank of Communications 
China Construction Bank 


China Development Bank 


China International Trust & Investment Corp. 


China 


ants Bank 


China Minsheng Banking Corp. 


Export-Import Bank of China 


Hua Xia Bank 


Industrial & Commercial Bank of China 


Shanghai Pudong Development Bank 


Shenzhen Development Bank 


Note: Anything rated “BBB-” or higher is considered investment grade 
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Source: Standard & Poor’s Corp. 
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8 million corporations and 130 banks. To 
date, the international agencies combined 
have rated less than 100 Chinese enter- 
prises. “If they can get their ratings well 
established in China, then eventually they'll 
have millions of companies lining up to buy 
ratings from them,” says Pieter van der 
Schaft, director of economic research at 
Barclays Capital Asia in Hong Kong. 
Many analysts criticize the agencies’ 
work in China, saying it’s of little use, 
based as it is on limited, often inaccurate 
information. “If you have any credibility as 
a rating agency, you would probably be rat- 
ing everything junk in China,” says Scott 
Kennedy, an assistant professor at Indiana 
University in Bloomington, Indiana, who 
specializes in China’s political economy. 
Kennedy adds that international rating 
agencies tend to give Chinese institutions 
overly high ratings because they weigh 
favourably the country’s huge economic 


growth, low foreign debt and government 
support of banks and state-owned enter- 
prises. “They look at these factors and con- 
clude that the chances of a crisis emerging 
are low and so give them a decent rating,” 
he says. 

Fitch, Moody’s and Standard & Poor's 
tie their ratings of China’s banks to the sov- 
ereign-debt ratings of the government’s 
bonds. But executives say they have to do 
this, as the country’s banks are techni- 
cally insolvent with nonperforming loans 
accounting for as much as half their total 
loan portfolios. 

Institutional investors say that, given 
the limitations, they too are reluctant to give 
much weight to credit-rating agencies’ 
work. “Credit-rating agencies can keep the 
markets and investors abreast of ongoing 
structural problems in China, but in terms 
of data that affects markets on a daily basis, 
rating agencies aren't that useful,” says 


REALISTIC: Hard 
information is key, 
says S&P’s Chan 
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EDUCATED GUESSWORK IN CHINA 


Late in 2002, Charles Chang, an associate director at Fitch 
Ratings in Hong Kong, and a team of seven analysts were tasked 
with placing a corporate rating on a Chinese retail company that 
was considering a bond issue. 

“You'd think that it would be a straightforward assignment,” 
says the 32-year-old Chang, who conducts corporate ratings 
across Asia for Fitch. “But this was China, and nothing’s ever 
straightforward” there, he adds. 

Indeed, it took Chang and his team two months to work out 
the creditworthiness of the retailer, twice as long as it would take 
in places such as Singapore and Japan. 

The first difficulty arose when Chang’s team attempted a 
macro analysis of China’s retail sector. In developed countries, 
retail-sector analysis is an established business. But in China 
“there was next to no data on the industry,” says Chang. 
“There was nothing on price trends, market segmentation, 
barely anything.” 

When it comes to credit ratings—an assessment of how able a 
company or government is to repay its debts—knowledge is 
power. But as Chang and other ratings professionals are discover- 
ing, knowledge is a commodity in short supply in China. 

Doing a proper analysis of China’s retail sector was only the 
first hurdle for Chang’s team. Next came the job of analyzing the 
finances of the domestically listed retailer. 

The company (Chang declines to name it) had been formed 
through the consolidation of several small retailers. Its parent 
company was a large, privately held conglomerate owned by 
state investment funds that had interests ranging from com- 
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modities trading to manufacturing and property management. 

“Typically, we like to review financial information going 
back at least five years in order to establish a track record at 
a company,” says Chang. “But in this case, there was no 
consolidated historical or operational data. Nobody accumu- 
lated that information.” 

Complicating matters was the fact that the consolidated 
company was growing 40% a year, opening new stores and hiring 
staff at a frenetic pace. “Same-store sales and core cash flows 
didn’t mean much when many of the outlets had only been open 
for one quarter, or one month,” says Chang. 

Chang’s team forged ahead despite the problems. To com- 
pensate for the lack of information, the team constructed 
“stress scenarios,” and hypothesized about the company’s 
ability to cope if the economy stalled, retail sales fell sharply or 
the rapid growth continued for an extended period. Stress 
scenarios are often employed in developing markets such as the 
Philippines and Thailand. 

Chang says that, whenever possible, agencies prefer to base 
their ratings on more thorough and accurate financial data, as 
well as discussions with a company’s managers. However, given 
the limitations in China, “we have to do some consolidation 


-= ourselves, and be flexible,” he adds. 


In the end, the available data and stress scenarios allowed 
Fitch to place a rating on the retailer. “But it wasn’t easy,” says 
Chang. The retail company, which was unhappy with the rating, 
has since shelved it and put off issuing its bond. 

Joel Baglole f 
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“If you have any credibility as a rating agency, you would probably 


be rating everything junk i in China” 


Brad Aham, an Asian-equities portfolio 
manager at State Street Corp., who has $2 
billion invested in emerging Asian mar- 
kets. “Most investors are hoping to gain 
from [China’s] economic growth.” 

Indeed, investors have shown them- 
selves perfectly willing to charge into 
China blind, even when rating agencies 
refuse to rate a company or bond. In Sep- 
tember, for example, Cosco Pacific, a Chi- 
nese container-leasing firm that’s listed 
on the Hong Kong Stock Exchange, 
issued a $300 million 10-year bond with- 
out any rating on either the company or 
the bond. Credit-rating agencies say they 
were unable to issue ratings because 
Cosco’s privately held parent company, 
China Ocean Shipping (Group), refused 
to release an adequate amount of finan- 
cial information. While the lack of a rat- 
ing kept institutional investors out of the 
issue, retail investors looking for expo- 
sure to China piled in. The deal’s book- 
runners recorded $1.6 billion worth of 
orders for the bond. 

Rating agencies say the problems they 
encounter are inevitable as China moves 
from being a state-planned economy to 
a free market economy. “Ratings are not 
an exact science. They’re opinions. And 
opinions are always based on inconsis- 
tencies,” says Wei Yen, a China bank ana- 
lyst at Moody’s in Hong Kong. “You'll 
never have all the facts. You get what 
information you can and make a decision 
based on your logic.” 

Credit-rating agencies do have their 
supporters. “I think you've got to take the 
view that some information and a rat- 
ing is better than none,” says Tony Latter, 
a visiting professor of economics at the 
University of Hong Kong. 

To be sure, credit-rating agencies are 
moving cautiously within China. Analysts 
at rating agencies say they’re aware that 
their credibility would be badly damaged if 
they give overly high ratings to compa- 
nies and banks that default on their debts. 
“The companies we rate are the premier 
companies,” says Bailey at Standard & 
Poor’s. He notes that Standard & Poor's 
is taking a top-down approach in China, 
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moving from the best to worst companies. 
The credibility of credit-rating agencies 
was badly damaged during the 1997-98 
Asian financial crisis, when ratings on 
some companies, banks and foreign 
exchange remained investment grade until 
after the crisis had emerged. Many agen- 
cies didn't adjust their ratings until the cri- 
sis was well under way, leading some ana- 
lysts to describe the ratings as “review mir- 
rors,” rather than forward-looking, as the 
agencies themselves claim. 
Credit-rating agencies have given 
investment-grade ratings to companies 
that defaulted on their debt. In 2002, 46 
companies worldwide rated by Fitch Rat- 


NOT CHEAP 


Scott KENNEDY, INDIANA UNIVERSITY 


ment grade and speculative, on the global 
economic slump, which has contributed 
to deteriorating credit conditions world- 
wide. Moody’s declined to provide default 
data for this article. 

The international agencies stress that 
they’re more critical than China’s 20 
domestic credit-rating agencies. Indeed, 
of the 29 bond ratings issued by China’s 
domestic agencies since 2001, 26 have 
been the highest triple-A rating and three 
have been the second-highest double-A 
rating. Analysts give little credence to the 
domestic agencies. 

Two years ago, China’s Xinhua Finan- 
cial Network launched Xinhua Far East 


What credit-rating agencies charge clients 


Initial rating fees $60,000 $60,000-$80,000 | $40,000 
Annual rating fees $35,000 $40,000 $30,000 


3.6 basis 
points on first 
$500 million 
issuance 


Fees charged 
per bond issue 


2 basis points 


on size of 
issuance above 
$500 million 


ings defaulted on their debt payments. 
Of those 46, six were investment-grade- 
rated companies, representing 13.1% of 
total defaults that year. However, that fig- 
ure was down from 2001, when invest- 
ment-grade defaults accounted for 
26.3% of total defaults by companies 
rated by Fitch. 

Standard & Poor's saw 17 of its invest- 
ment-grade-rated companies default in 
2002, representing 7.3% of total defaults 
worldwide that year. Standard & Poor’s 
officials say a record 234 of its rated com- 
panies defaulted on a record $178 bil- 
lion in 2002. The rating agencies blame 
the high number of defaults, both invest- 
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issuance 


3.5 basis 
points on first 
$500 million 
issuance 
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Credit Ratings, the first domestic Chinese 
undertaking that aims to apply interna- 
tional rating standards to Chinese com- 
panies. Xinhua has to date issued 175 
ratings, half of them investment grade. 
But, in another sign of the lack of 
demand, Xinhua has managed to attract 
only 20 subscribers, who each pay $1,000 
a month to access the agency’s ratings and 
research reports. 

When possible, the international rat- 
ings process is interactive: Companies 
approach agencies and cooperate by dis- 
closing financial information. 

However, responding to rising investor 
demand, Fitch and Standard & Poor’s >> 
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GETTING IT WRONG 


| MONEY 


Debt defaults by companies given investment-grade ratings 


from Fitch Ratings, 1991-2002 


Company 
Columbia Energy Group 
Dow Corning Corp: 
Chilesat SA 
ARM Financial Group 
Owens Corning 
Comdisco 
Enron Corp. 

Pacific Gas & Electric 
W.R. Grace 
AMERCO 


Bahrain International Bank 


Banco Commercial Del Uruguay 


Intermedia Communications 


TXU Europe 
WorldCom 


hÁ 
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are also conducting public-information rat- 
ings, which use publicly available infor- 
mation and media reports to evaluate a 
company and then sell the rating to 
investors. Such ratings don't involve the 
cooperation of a company under review, 
and, in China, can rely on censored media 
reports. 

Of the 14 Chinese banks rated by Stan- 
dard & Poor’s, half have been done using 
public information. All 175 ratings issued 
by Xinhua Far East have been based on 
public information. (Moody's has stopped 
public-information ratings, saying they’re 
too inaccurate.) Dilip Shahani, head of 
fixed-income research, Asia, at HSBC Bank 
in Hong Kong, says public-information rat- 
ings are “not as thorough as interactive rat- 
ings,” and adds, “Engaging management 
is important when doing a rating.” 

Agency executives say public-infor- 
mation ratings are necessary in China, 
where company cooperation is often 
hard to get. “We may have to do some 
adjustments and take educated guesses 
from time to time, but if we do a rating 
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Company description Rating 


Utilities BBB 
Chemicals BBB- 
Telecoms 


Insurance 


Building & materials 


Telecoms 

Energy 

Utilities 
Chemicals 
Banking & finance 
Banking & finance 
Banking & finance 
Telecoms 

Utilities 

Telecoms 


Source: Fitch Ratings j 


on a company it should tell people that 
we had sufficient information to do that 
rating,” says Lincoln Chan, managing 
director of credit- market services at 
Standard & Poor’s. 

Executives also stress that they'll 
decline to rate companies if they feel the 
lack of information is too great. Fitch 
doesn't place long-term debt ratings on 
banks in China because of “a lack of ade- 
quate data,” says David Marshall, man- 
aging director of Asian financial institu- 
tions at Fitch in Hong Kong. 


SELECTIVE APPROACH 
Bailey at Standard & Poor’s notes that 
about 20% of the time Chinese compa- 
nies will pull out of the ratings process 
early on if they feel they're going to get a 
negative rating, or they'll shelve a bad rat- 
ing. Companies can keep ratings confi- 
dential, unless there’s a pressing capital- 
markets issue involved such as a bond. 
Another major problem is that China 
doesn't adhere to international account- 
ing standards and has a shortage of 





accountants. Government officials in Bei- 
jing have stated the country needs 
300,000 qualified accountants, though 
some private accounting firms estimate 
the figure at closer to 4 million. 

China is making efforts to improve cor- 
porate governance. The government has 
made it mandatory for public companies 
to report financial data on a quarterly basis 
rather than every six months. Beijing has 
opened two national accounting institutes 
to train people in international accounting, 
and steps have been taken to revise the legal 
system to deal with shareholder disputes 
and disclosure irregularities. Moreover, Bei- 
jing recently announced that it would revise 
its GDP figures for the first three-quar- 
ters of 2003, marking the first time GDP 
data has been revised. 

Agencies say these measures will 
lead to more accurate ratings in the 
future. In the meantime, Kennedy at 
Indiana University says rating agencies 
will “have to weigh transparency and dis- 
closure issues against the ability to make 


a lot of money.” = 
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INVESTING 


Foreign Flaws 


Although globalization has mostly benefited Asia, 


foreign investment in local stockmarkets has not 


By Dan Fineman 

Anti-globalizers face a tough task explaining themselves in Asia. 
A quick cross-border trip from prosperous, export-oriented Thai- 
land and South Korea to closed, impoverished Burma and North 
Korea respectively cleanly demolishes the leftist argument 
against free trade. But on one issue—equity investment— 
anti-globalizers score big points. The opening of Asian stock- 
markets to foreigners has created more problems than it has 
solved. Countries like China and Taiwan now liberalizing equity 
trading should consider less disruptive options. 

According to globalizers, open stockmarkets help modern- 
ize Asian economies and capital markets cheaply and safely. Off- 
shore money, the argument goes, finances fast-growing, capital- 
starved firms. Armed with state-of-the-art earnings and valua- 
tion models, foreign fund managers allocate capital more effi- 
ciently than local punters chasing market rumours. Overseas 
investors force Asian managers to improve corporate governance. 

But, where implemented, market liberalization has 
accomplished little. In most cases, offshore investment 
has merely replaced domestically generated defects with for- 
eign-sourced flaws. 

As claimed, complex forecasting spreadsheets interest West- 
ern investors more than trading-floor gossip, but the profes- 
sionals often heed stock fundamentals no more than local spec- 
ulators. Most funds are required by charter to mimic bench- 
mark indices, forcing fund managers to hold index stocks 
regardless of companies’ prospects. When fund managers 

: disregard benchmarks, they often favour the crony-capitalist 
companies or the state enterprises professionals are sup- 
posed to shun. Sometimes foreigners introduce their own strain 
of irrational trading, as with the Internet bubble. 

Liberalization divorces markets from local economies. 
Share prices should reflect expectations about GDP and earn- 
ings, but offshore fund flows force Asian markets to follow 
trends in the United States, irrespective of domestic events. 
Foreign-dominated markets like Hong Kong and Singapore 
display much higher statistical correlations with U.S. stocks 
than restricted markets like China, Malaysia, India and Tai- 
wan. In open markets, the Dow can move share prices more 
than changes in economies or earnings. 

The Dow linkage increases market volatility. After Korea 
liberalized foreign trading in 1998, volatility nearly doubled, 
woe capital controls imposed in Malaysia that year cut volatil- 
l ity by one-fifth. Rather than transforming Asian markets from 
speculative casinos to laboratories of scientific investment, off- 
shore money simply raises the stakes. 
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Instead of funding growth companies, foreign 
investment boosts the biggest corporates. Young, 
expanding firms need more outside financing than 
larger, mature companies, but high transaction costs 
prevent bulky foreign funds from buying Asian 
small caps. While small, fast-growing companies 
account for most new issues in the U.S., mega- 
stocks bought by foreigners dominate Asia’s IPO 
markets. The region's entrepreneurial small caps 
remain financial orphans starved of capital. 

Pressure from foreigners has improved Asian 
corporate governance, but with limited gains. 
Only the few firms attracting foreign interest 
have reformed substantially. The more numer- 
ous smaller companies remain toxic to many 
minority investors. 

Rather than deregulate trading, countries like 
China and Taiwan should encourage foreigners to 
manage local funds. Development of onshore funds 
would enhance the influence of institutional 
investors without introducing erratic foreign capi- 


IN TANDEM 
Asia’s most open stockmarkets show the 
strongest correlation with the S&P 500 


Correlation 0. os 0.2 0.4 0.6 0.8 
Hong Kong |E 


Singapore | 


Taiwan 


Malaysia | 


Shanghai 
A shares ® 


S Ee DERG 





tal flows. As local funds grew, valuations and earn- 
ings prospects would replace rumour and hearsay 
as share-price drivers, and domestic events instead 
of Wall Street fads would move markets. The more 
nimble onshore funds could buy small caps, yet 
increasingly professionalized trading would mod- 
erate rather than amplify volatility. Reform could lib- 
eralize markets, without globalizing them. 

Domestically oriented liberalization would take 
time and would threaten powerful vested interests. 
Local financial institutions fear increased com- 
petition, and offshore investment banks prefer the 
quick profits of foreign trading to the uncertain 
return of domestic fund management. But the pay- 
off for Asian stockmarkets of locally focused yet 
thoroughgoing liberalization would prove worth 
the pain, and the wait. = 
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SOUTH KOREA 


Export Rebound 


South Korea has seen robust export growth but needs to 
boost private consumption to sustain economic recovery 


44 Far Eastern Economic Review 


By Kim Jung Min 
South Korea’s economy has entered a modest recov- 
ery phase, fuelled by a robust recovery in exports. 
But private consumption is likely to continue to 
be constrained by lingering household-debt prob- 
lems, making it difficult to achieve the strong 
growth rates the country has seen in the past. 
Exports that have driven economic growth 
are likely to accelerate further. Brisk shipments 
of semiconductors, mobile phones and cars have 
helped South Korea expand its monthly exports by 
double digits for the seven months to December 
31. The country’s trade surplus for 2003 is forecast 
to exceed $15 billion on the back of strong exports 
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Economic Monitor 


to its two key trading partners, the United States 
and China, according to the Ministry of Com- 
merce, Industry and Energy. 

A full-blown economic recovery, however, will 
require a resurgence in private consumption, 
which buoyed the economy in the past, many ana- 
lysts say. “Any rebound could be short-lived with- 
out a meaningful turnaround in consumption,” 
says Cheong Mun Kun, executive managing direc- 
tor at Samsung Economic Research Institute, a pri- 
vate think-tank in Seoul. 

In the past, robust exports spurred businesses 
to invest more, creating more jobs, and that 
prompted consumer spending. “This time, it 
doesn't seem to be the case. Brisk exports won't 
necessarily translate into a rebound in con- 
sumption,” says Cheong. 

In November, wholesale and retail figures, a 
key gauge for consumer sentiment, dropped 3.7%, 
the lowest in five years, according to the National 
Statistical Office. For the same period, corporate 
investment in plant and equipment also fell 8.1%, 
marking the fifth straight month of decline. 

The unemployment rate continues to hover 
at a two-year high. South Korea boasted nearly 
full employment with the jobless rate below 3% 
until the Asian financial crisis. But the season- 
ally adjusted jobless rate stood at 3.7% in Novem- 
ber, its highest since August 2001. Youth unem- 
ployment hit 8%, its highest level in eight 
months, as more college graduates flooded the 
already tight job market. 

Many economists warn that a simmering cri- 
sis in the country’s credit-card industry would be 
a stumbling block to further economic recovery. 
LG Card, the country’s top card issuer is struggling 
to find a buyer after being bailed out in November. 
Although consumer-debt problems are unlikely to 
destabilize the country’s financial system, they 
could stifle private consumption as credit-card 
firms tighten up on consumer lending. 

South Korean households have amassed debts, 
including mortgages and credit sales, of 440 tril- 
lion won ($372 billion) as of the end of September, 
up 3.7% from a year earlier. Credit-card delin- 
quencies hit 13.5% at the end of November, accord- 
ing to the government. But unofficial estimates put 
the rate at up to 30%. 

“We're most likely to see a very slow recovery in 
private consumption in the first half of year 2004,” 
Bank of Korea Governor Park Seung told reporters 
on December 16. “And any stronger-than-expected 
recovery in consumption would mean higher eco- 
nomic growth than the 5.2% forecast for 2004.” He 
forecast that the annual growth of private con- 
sumption in 2004 would be around 3%, which is 
far below the average growth rate of 7%. = 
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Prices & Trends 


Dow Jones Global Indexes Local Indexes pines 
Index (Dec. 29)  % chg YTD (Dec. 29) Mkt Unit Latest % chg YTD 

. (Dec. 29) % chg YTD Australia 3,286.40 +10.45 Aluminium Ldn  $/tn 1,582.00 +15.73 
Australia 214.15 +43.31 Bangkok 746.81  +109.50 Cocoa NY $/tn 1,548.00 -23.40 
China 88 136.07 +15.11 Bombay 5,797.33 +71.66 Coffee NY c/b 63.95 +6.23 
Hong Kong 214.17 +37.00 Colombo 1,076.23 +32.03 Copper NY c/lb 104.35 +48.54 
Indonesia 54.91 +65.69 HongKong 12,464.29  +33.72 Cotton NY c/b 73.97 +44.59 
_ Japan 76.74  +35.94 Jakarta 693.03  +63.09 Gold Ldn $/oz 412.00 +20.20 
Malaysia 107.88  +25.34 Karachi 4,393.04  +62.62 Oil: Brent Ldn $/barrel 29.31 +2.27 
New Zealand 177.41  +48.04 Kuala Lumpur 787.80 +21.89 Palm Oil KL Ringgit/tn 1,812.00 +10.22 
_ Philippines 65.09 +50.50 Manila -1,450.70 #42.45 Pulp OMLX $/tn 510.00 +35.46 
Singapore 131.23 +34.25 Seoul 792.44 +26.28 Rice Bnk $/tn 202.00 +4.66 
South Korea 103.48  +27.78 Singapore 1,741.01  +29.83 Rubber KL Mc/kg 472.50 +49.76 
Taiwan 111.55 — +34.51 Taipei 5,804.89  +30.38 Soyabeans Chg c/bushel 792.00 +4018 
Thailand 77.26 +130.63 Tokyo 10,500.62  +22.40 Sugar NY c/lb 5.80 -23.78 
U.S. Total Market 260.10 +27.18 Wellington 2,262.67 +16.31 Tin KL $/tn 6,450.00 +52.30 
Euro Stoxx 50* 2,744.20  +14.99 DJIA 10,450.00 +25.28 Wheat Chg c/bushel 364.00 +12.00 
FTSE 4,457.50 +13.12 AIG - Dow Jones Commodity Index 172.07 +18.81 


Dow Jones Global Indexes track about 80% of market 


capitalization. Calculations are in U.S. dollars. 


*Dow Jones Stoxx ®™M 


Sources: Dow Jones; MoneyLine Telerate 


Sources: MoneyLine Telerate; Reuters; Dow Jones 
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IN THE SPOTLIGHT 








% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Bombay (6.36% on week) 

(Dec. 29) GDP CPI Current acct | Trade balance  1-mth interbank | Prime rate Sensitive index 
“Australia 2.5 (Sept Qtr) +2.6 (Sept Qtr) -26.52 (Sept) -14.37 (Oct) 5.38 9.50 6,000 

China 9.1 (Q3 '03) +3.2 (Nov)  +35.42(2002)  +22.76 (Nov) 1.85 n.a. S 
EU 0.6 (Q3 '03) +20 (Nov) +58.87 (Q3 '03) -16.00 (Oct) 2.15 na. 5,900 i 

Hong Kong 4.0 (Q3 '03) -2.3 (Nov) +18.43 (Sept) -7.99 (Nov) 0.12 5.00 

India 5.3 (Q1 '03/'04) +4.1 (Oct) +2.19 (Jun) -13.29 (Oct) 6.00 10.75 

Indonesia 3.9 (Q3 '03) +5.3 (Nov) +8.90 (2002)  +25.87 (Oct) 8.55 8.41 5,800 

Japan 1.9 (Q3 '03) -0.1 (Nov)  +127.86 (Oct) —_ +87.97(Nov) 0.06 1.38 

Malaysia 5.1 (Q3 '03) +1.1 (Nov) +10.05 (Jun) +32.05 (Oct) 3.00 6.00 5.700 i 
"New Zealand 3.9 (Sept'03) +1.5 (Sept Qtr) +3.33 (Sept) -2.38 (Nov) 5.20 5.34 : 

Philippines 4.4 (Q3 '03) +3.3 (Nov) +3.43 (Sept) -1.66 (Oct) 6.53 9.53 P 
i Singapore 1.7 (Q3 '03) +0.6 (Nov) +26.07 (Sept) +24.26 (Nov) 0.56 5.50 5,600 

South Korea 2.3 (Q3 '03) +3.4 (Dec) +14.90 (Nov) +12.42 (Nov) 3.76 4.35 C 
“Taiwan 4.2 (Q3 '03) -0.5 (Nov) +28.63 (Sept) +17.93 (Nov) 1.02 0.85 EN 

Thailand 6.5 (Q3 '03) +1.8 (Nov) +8.02 (Oct) +11.38 (Nov) 1.33 5.75 23 24 26 29 30 
U.S. 8.2 (Q3 '03) -0.2 (Nov) -547.41 (Sept) -494.04 (Oct) 113 4.00 sane 


Source: Government Statistics 


Source: MoneyLine Telerate 


FOREIGN EXCHANGE 


Key Currencies 


(Dec. 29) $1 worth Spot rate % chg YTD (Dec. 29) $1 worth Spot rate % chg YTD 
Australia dollar 1.343 +32.52 Mongolia* tugrik 1,126.00 -0.27 
Bangladesh taka 58.50 -1.03 Nepal rupee 73.00 +4.79 
Brunei dollar 1.7053 +2.02 New Zealand dollar 1.5342 +24.33 
Burma** kyat 890.00 +20.22 Pakistan rupee 57.41 +1.20 
Cambodia** riel 3,853.00 +3.69 Papua New G. kina 3.3012 +1954 
China renminbi 8.2769 0.00 Philippines peso 55.55 -3.54 
European Union euro 0.8003 +19.02 Russia** rouble 29.415 +8.62 
Hong Kong dollar 7.7627 +0.45 Singapore dollar 1.7016 +1.92 
India rupee 45.64 +5.11 South Korea won 1,195.00 -0.79 
Indonesia rupiah 8,452.00 +5.66 Sri Lanka rupee 96.55 -0.03 
Japan yen 106.99 +11.01 Taiwan NT dollar 34.053 +2.03 
Laos** kip 10,435.00 +2.73 Thailand baht 39.57 +8.88 
Macau pataca 7.9743 +0.23 Vietnam* dong 15,658.00 -1.67 
Malaysia ringgit 3.80 0.00 

Other rates: HK$ = renminbi 1.0655 S$ = ringgit 2.2321 SDR = $1.4803 * Official rate **Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 
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CURRENTS 


Splash of the Past 


The Cheonggye stream once brought life to the heart of Seoul, but it was buried under 
concrete in the city’s rush to rebuild itself. Now, the stream looks set to flow again 


FOR YEARS, Yang Yoon Jae has been leading groups of stu- 
dents along the route of the Cheonggye elevated expressway in 
downtown Seoul, asking them to imagine how they might 
reinvigorate the dilapidated neighbourhood. “It’s dirty, dusty, 
noisy, and polluted with bad air. Who wants to live or work along 
there?” asks Yang, professor of environmental studies at Seoul 
National University. “We had to do something drastic to change 
the environment.” 

That drastic thing? Rip down the expressway, dig up the road, 
and restore a once-famous stream—the Cheonggye—that ran 
along here until it was diverted underground in the 1970s. Yang 
came up with the idea a decade ago when he ventured down 
into a sewage tunnel and saw that one of the stream's original 
bridges—the 500-year-old Gwang bridge—was still standing. “I 
just felt the idea. We must bring back the stream,” says Yang. 

Some years ago, the professor began discussing his idea in 
public and wrote articles for local papers. In 2001 one of them 
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By Kimberly Song/SEOUL - 


was read by Lee Myung Bak (see page 48), former 
head of Hyundai Engineering & Construction— 
which had originally helped to build the express- 
way—and who at the time was considering run- 
ning for election as mayor of Seoul. 

Just like Yang, Lee too had experienced a 
moment of truth in the underground passage that 
housed the stream. With the roar of traffic above his 
head, Lee sidestepped puddles of sewage. Through 
cracks in the tunnels roof, shafts of sunlight filtered 
through. In the light of one, Lee recalls noticing a 
spot on the ground where a melon seed had taken 
root and a tiny flower had blossomed. Says Lee, “I 
was deeply impressed and it brought me to tears.” 

Lee became mayor in 2002, and appointed f 
Yang to spearhead the streams restoration. For the 
two men, the $330 million project is a symbol of 
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FLOWING BACK: An artist’s impression (far 
an expressway in the 1960s and 1970s (centre and top) destroyed this historical Seoul feature (be/ow, right) 


Seoul's wish to become more liveable and—they 
believe—just the first step in a broader rejuvena- 
tion of the city. 

The idea has worked before. Two decades ago, 
Singapore began cleaning up its river, upgrading 
bridges and walkways, and restoring nearby old 
buildings. The clean-up effort breathed new life 
into areas like Boat Quay, where dilapidated shop- 
houses were turned into trendy restaurants and 
bars. “Today, people have realized the value of 
the river conservation,” says John Ting, presi- 
dent of Singapore Institute of Architects. “It really 
revitalized the river bank—it’s a very natural 
instinct for people to gravitate towards water.” 

Seoul is hoping the restoration of the Cheong- 
gye will have a similar impact. The city could do 
with all the help it can get. Left in ruins at the 
end of the Korean War in 1953, Seoul was rebuilt 
in a hurry, resulting in a sprawling city that’s short 
on greenery and history. Today, with 20 million res- 
idents, Seoul is the fourth-most populous city on 
the planet—and one of the most polluted in the 
developed world. 

And even though events like the 1988 Olympics 
and the 2002 World Cup helped promote the city 
on the world stage, Lee is confident the project 
has the power to help radically alter the city’s future: 
“Seoul will take on a new role in the East Asian 
region,” says Lee, “as a financial hub to compete 
with Tokyo, Hong Kong and Shanghai.” 

For more than five centuries, the Cheonggye 
stream, fed by tributaries from surrounding moun- 
tains, was a key waterway in the heart of Seoul. The 
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stream and its nine major bridges featured prominently in city life— 
women did laundry there, children played, merchants did busi- 
ness. An 18th-century Korean king listed the dredging and main- 
taining of the stream as one of his three great accomplishments. 

The streams fortunes declined following the Korean War, 
when its banks became a refugee shanty town. What was once 
the pride of kings had become a virtual septic tank and a sym- 
bol of the country’s poverty. “The water was very dirty then. It was 
embarrassing,” recalls Jung Joong Hyun, 80, who grew up in the 
area and still lives there. 

Later, as Seoul rebuilt itself, it steamrolled right over the 
stream, which finally disappeared from view in 1978. In its place, 
Seoul had a new symbol of pride—the four-lane Cheonggye 
Elevated Highway. Businesses selling everything from electron- 
ics to textiles, and machinery tools to antiques, mushroomed 
around the busy expressway. 

These days, the expressway and its labyrinthine markets are 
an eyesore. While neighbouring areas, like the financial dis- 
trict, have been renovated over the years, the Cheonggye area has 
fallen into disrepair. The rumbling roadway, meanwhile, is cracked 
and corroded and is a safety hazard. 


BACK TO LIFE 

On July 1 last year, workers began demolishing the highway and 
exposing the stream. In just two more years, the area around 
the highway will have become home to a 5.8-kilometre stretch 
of restored stream, which will be criss-crossed by paths and 
bridges for pedestrians. 

City officials are working only on the restoration of the 
stream, but they hope that parts of the neighbourhood— 
currently, a mix of large office buildings, apartment complexes, 
street markets and industrial warehouses—will eventually 
be redeveloped by the private sector into a trendy, fash- >> 
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ionable area of new restaurants and shops. 

To help that process along, city officials are trying to build 
interest among potential foreign clients. Referring to an inter- 
national business advisory council appointed by the city, Mayor 
Lee says “they have a lot of interest in this project and can help 
analyze business opportunities in the redevelopment of the 
Cheonggye area.” 

The stream looks set to be an inspiration for business people 
and citizens like local poet Moon Chung Hee, who describes the 
restoration as “a very symbolic act. To suddenly have fresh water 
flowing through the centre of town will refresh the people’s souls.” 


ect as a “restoration”; it will be fed by water pumped 
from a nearby river and water-treatment facili- 
ties, not its original tributaries. “This is just an arti- 
ficial waterway being constructed in the city; this 
is not a historic restoration,” he says. 

Still, city officials are undeterred. Construction 
is said to be weeks ahead of schedule, and talks have 
already begun with local landowners about rede- 
velopment. The project has also garnered interna- 


“To suddenly have fresh water 


But not everyone is happy. For the more than 300,000 merchants 
working in the Cheonggye area, the project poses a grave threat to 
their livelihood. They fear the construction will keep shoppers 
away, and that ultimately the area’s gentrification will mean 


flowing through the centre of town 
will refresh the people’s souls” 


their days of doing business there are numbered. 

“Bringing back the stream is fine, but the problem is every- 
thing is happening too fast,” says Choo Han Young, 38, who 
has been a hawker in the area for the past nine years. “These 
street markets are a special part of Seoul, too. You have to save 
these markets.” 

Some urban developers, like Lee Joo Yeon, executive editor of 
local architecture magazine Space, agree. The Cheonggye area 
is “a place with a lot of the city’s energy,” says Lee. “It’s in the mid- 
dle of the city, and yes, it’s old, but if you get rid of it, then every- 
thing in Seoul will be new and without character.” He acknowl- 
edges that some of the area needs renovation, but he’s concerned 
that it will be just be replaced by soulless shopping malls and 
office buildings. 

Space’s Lee also believes it’s wrong to refer to the stream proj- 
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tional attention, including that of a group of Har- 
vard University’s Graduate School of Design stu- 
dents, who are making a special study of it. 

Many locals, too, seem keen on the streams 
revival. At one of the construction sites, Lee Pil Gu 
takes a bite into a sandwich during his lunch break. 
The 67-year-old, who spends his day hosing down 
the site to damp down dust, remembers playing in 
the dirty stream as he grew up in the shanty towns 
around it. “It was good for us back then to get rid 
of the stream and build the highway,” he says. “And 
it’s a good thing now to bring it back.” = 
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FROM CEO TO MAYOR: Lee Myung Bak 
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Lee Myung Bak is an unlikely leader of a 
green revolution. As head of Hyundai 
Engineering & Construction, he led a 
company that in earlier years had helped 
build the expressway that covered the 
route of the Cheonggye stream. “I remem- 
ber we were so excited about the express- 
way. We wanted the world to see Seoul as 
that elevated expressway,” says the 62- 
year-old. “But now we are ripping that 
down and we are showing a new Seoul.” 
Lee retired from Hyundai a decade ago 
and then served two terms in South 
Korea’s legislature before being elected 
mayor of Seoul in 2002. It was just the 
latest twist in an extraordinary life that saw 
him rise from an impoverished, war-torn 
childhood in the fishing port town of 
Pohang to become chief executive officer 
of one of the country’s most successful 
conglomerates at the age of 36. His life 


story even inspired a popular television 
soap opera. 

During his 30 years at Hyundai, Lee 
spearheaded big projects to build roads, 
bridges and power plants at home and 
abroad, earning the nickname “Bulldozer” 
for his tenacity. When he entered the 
national assembly in 1992 he hoped “to 
bring the spirit of business to politics.” But 
as a legislator, he also found himself 
increasingly drawn to environmental 
concerns, particularly after clouds of dust 
caused by overgrazing in China blanketed 
Seoul. “This is when | started to care about 
Korea’s environment,” says Lee. 

Today, it’s Seoul’s environment that 
Lee is most closely focused on. “I helped 
build this city because it was necessary,” 
he says. “But now | want to help in 
making the city beautiful because now 
this is necessary.” Kimberly Song 
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ALL ALONE: Like Canada itself, Canadian World is big and mainly empty 
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Oh, Canada 


A Japanese obsession with recreating other lands 


has spawned a Canadian ghost town 


A THOUSAND KILOMETRES north of Tokyo, 
at the end of an almost forgotten motorway that 
cuts through blue foothills and red pines, stands 
a sign that makes locals cringe: Welcome to 
Canadian World. 

Here, in the remote heart of volcanic Hokkaido 
island, is a perfect reproduction of Green Gables, 
the 19th-century Canadian homestead made famous 
by children’s author L.M. Montgomery. 

It should be an idyllic place, a celebration of 
Japan's unlikely yet enduring love affair with Mont- 
gomery’s Anne of Green Gables novels. But the paint 
is peeling and the town is silent and surrounded 
by acres of weeds. Gone are the lavender fields and 
the tourists who once came to live out their fan- 
tasies. Canadian World is a ghost town—a soured 
dream that once represented the best hopes of the 
declining mining town of Ashibetsu. 

Before it opened, local planners dispatched 
architects to study the original Green Gables house 
on Prince Edward Island that inspired Mont- 
gomery’s tales. They went, came back, and repro- 
duced Anne’s world here in the middle of nowhere. 
There’s a post office, a school, and a quiet hilltop 
chapel where fans of Anne were once married and 
left commemorative hand-prints under the steeple. 
The last set dates from a decade ago. 

For visitors, it’s one of Japan's oddest tourist 
destinations, especially if they're Canadian. “It 
seems to me it’s kind of too off the beaten track 


Postcard 


” 


to really attract people,” says Blake Morgan 
Young, an Albertan who teaches at a Hokkaido 
university, and who's touring the park with his 
wife, Mitsuko. “The park is kind of run down. We 
went into the post office and the front step sags 
under your foot.” 

Locals, too, are struck by the incongruities. 
“You go there and you can't help but wonder how 
they could have done something so dumb,” says 
stationery-shop owner Tadashi Ishioka. “It was 
impossible from the beginning to try to reproduce 
Canada, and it came to such a miserable end.” 

Sadly, Canadian World is not alone. Japan's 
addiction to boondoggle construction projects and 
tourism ventures has littered the land with extrav- 
agant German worlds, Danish worlds, Spanish 
worlds, even a Wild West world. Nearly one-fifth 
of amusement parks here have collapsed since 
1997, the biggest being Nagasaki’s Dutch village, 
Huis Ten Bosch, which is now negotiating a res- 
cue package after accumulating debts of ¥229 bil- 
lion ($2.1 billion) up to February 2003. 

Canadian World’s backers, though, demanded 
a hefty closure penalty from Ashibetsu, so it 
remains open, sucking up maintenance money 
while the city repays the ¥5.2 billion construc- 
tion costs. Meanwhile, sentimental piano music 
floats through the crisp air as a lone gardener 
plants flowers. In one guestbook entry, a Sap- 
poro girl laments: “Please get back the energy 
you used to have.” 

This community used to have strength. After 
World War II, Ashibetsu was a leading coal pro- 
ducer, fuelling Japan’s reconstruction boom. 
Founded by settlers in 1893, the city grew to a pop- 
ulation of 76,000 by 1958. But then Japanese- 
mined coal gave way to oil and cheaper imported 
coal, sealing Ashibetsu’s fate. The mines closed, 
and barely 20,000 people live here now. 

“The only people left in this community are 
really ancient,” says Misu Burns, a Canadian who 
once played the part of Anne at the park. 
“Ashibetsu is a dying city that’s full of relics of the 
mining industry, old mines and all of the houses 
that have been abandoned, and the remnants of 
their attempts to rejuvenate it with tourism.” One 
of those is a museum featuring a nostalgic recre- 
ation of the mining town complete with chat- 
ting holographic citizens. 

With the population and tax base shrinking, 
health-care costs eating up the budget and Tokyo 
cutting subsidies, Ashibetsu seems fated to con- 
tinue circling the drain. By the time the loans on 
Canadian World are repaid, there may be little 
left here save the holographic ghosts, telling sto- 
ries about their lives with no one to listen. 
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REVERED AND REVILED: Chiang Kai-shek (1887-1975) 


Generalissimo, Warts and All 


Jonathan Fenby’s assessment of Chiang Kai-shek is thorough and fair, but needs a second 


volume to complete the study, writes Macabe Keliher 


GENIE AY Ç 
(GENERALISSIM(¢ 


. Dictator. Tyrant. Christian General. 
The Leader of Free China. Chiang Kai-shek has filled the 
West’s imagination since he exploded onto the scene in 
the 1920s. Although the world would later settle on “The 
Man Who Lost China” as the appropriate monicker for the 
late president of the Republic of China, the true nature of 
this historical character and what made him tick has long 
escaped China watchers. 

Consider Brian Crozier’s monumental biography of Chi- 
ang, The Man Who Lost China. First published in 1976, it came 
offas a critical apology for Crozier’s “boyhood hero,” and set the 
tone for a near mystical assessment of Chiang who belongs 
to “that rare category of human beings: those that transcend the 
norm.” Crozier leaves his readers feeling bitterly anti-com- 
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munist and almost awestruck by this “rare human being,” 
whom he constantly likened to Churchill and de Gaulle. 

Three decades later, Jonathan Fenby attempts to abrogate 
these illusions in his biography of Chiang. A seasoned China 
commentator, Fenby has spent an extraordinary amount of 
time and effort researching Chiang, whom he finds to be “a 
reactionary authoritarian who set no great store by the lives 
of his compatriots.” Chiang was, in Fenby’s words, a “bad 
administrator” who “ignored inconvenient facts, and erected 
a make-believe world.” Fenby might finally bring the English- 
speaking world to terms with a tyrant many in China and Tai- 
wan have long loathed. 

Fortunately, Fenby does not have an axe to grind and thus 
gives Chiang the fair historical treatment due to a man who 
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ruled over China for a quarter century and allied with the 
United States in World War II. Drawing on many new stud- 
ies produced since Crozier’s work, as well as on recently uncov- 
ered primary sources, Fenby’s Generalissimo goes above and 
beyond—in scope and detail—any single volume in English 
on Chiang and China’s republican era. 

Born in 1887, Chiang came of age as the Qing—China’s 
last imperial dynasty—crumbled. He joined China’s revolu- 
tionary movement in Japan and then, as the Qing collapsed 
in 1911, made connections in Shanghai that brought him close 
to the nationalist movement's leader, Sun Yat-sen, and even- 
tually propelled him to the head of the nationalist party and 
into position to rule all of China. 

Fenby’s early chapters bring Chiang 
to life, showing “a restless, ambitious 
young man hanging on the coat-tails of 
revolution as he sought his way forward 
in life.” Here, readers discover the char- 
acteristics that would lead Chiangina M 
blind and at times ruthless quest to seize J 
power and unite China. 

But if Fenby gives the reader intimacy 
with the young Chiang Kai-shek, he 
plunges the generalissimo back into mys- 
tery as the years go on. Instead of insights 
into the man’s convictions and political 
strategies, Fenby presents “a distant fig- 
ure riding a white horse or haranguing a 
crowd from a platform.” As Chiang 
becomes the main player in developments in China and the 
eastern front in World War II, Fenby treats him less like a man 
whose choices and actions are being explored in a biogra- 
phy and more like a phenomenon moving through history. 
Why, for example, did Chiang choose to fight the communists 
even at the danger of annihilation by the Japanese? Why did 
he spout revolutionary propaganda and show such determi- 
nation to unite China while alienating the people, or even 
slaughtering them? Indeed, what motivated the restless, ambi- 
tious Chiang: power or money or the greater good of China? 
We learn what Chiang does, but not why. 

The book is also only half complete. The first sentence 
of the book bills it as “the first full biography of Chiang Kai- 
shek for almost three decades.” But the tale ends with Chi- 
ang flying off to Taiwan, where his “life and career after 1949 
were markedly different from the previous quarter of a cen- 
tury, which is why this book ends there.” It would appear, 
however, that the subsequent 25 years of corruption and 
atrocities committed by Chiang and his party on Taiwan, 
against the Taiwanese, would play an important part in 
assessing the man and his legacy. 

Generalissimo is a wonderful achievement. An up-to-date 
comprehensive study of this historical figures was sorely 
needed, which is why Fenby ought to finish the task with a 
second volume entitled Dictator: Chiang Kai-shek and the 


GENERALISSIMO 


CHIANG KAI-SHEK 


JONATHAN FENBY 


[ Generalissimo: 
Chiang Kai-shek 
and the China He 
Lost ] by Jonathan 
Fenby. Free Press. 
£25 ($44) 


Y Taiwan He Inherited. = 


Macabe Keliher is a writer based in Taiwan. His most recent book, Out of 
China: A History of Seventeenth-Century Taiwan, was published in 2003 
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WILD | CHILD 

Christian Tyler's Wild West China: The Taming of Xinjiang 
takes a rare look at a part of the world that generally 
features only as a footnote in regional histories of the Silk 
Road or the 19th-century “Great Game” era. Few have 
chronicled China’s northwest, and many of those records 
are confined to scholarly papers or obscure publications. 

Tyler, a former writer for the Financial Times, has 
diligently culled information from current publications, 
academic journals, research from non-governmental 
organizations, official Chinese documents and from his 
own travels to the region. 

China’s grip on the province has tightened since the 
1949 communist takeover. But secessionist rumblings, 
which have deepened since the early 1990s, have forced 
Beijing to adopt a tougher stance. A crackdown on crime, 
followed by a new development policy in 1999, has set off 
a new wave of colonization and repression of Xinjiang’s 
main ethnic group—8 million Uighurs, a predominantly 
Muslim people whose Turkic ancestors first took over the 
region in the 8th century. 

If the Chinese have their way, as Tyler believes, it 
won't be long before a centuries-old culture is subsumed 
within the “Great Leap West.” Tyler explains that China 
has tried to maintain internal security through rapid 
economic development and a ruthlessly 
effective campaign of assimilation. Some 
12 million Han Chinese have been relo- 
cated to Xinjiang, taking up jobs and 
farmland while receiving preferential 
treatment from the government. 

Tyler says the authorities also practise 
cruder forms of control to immobilize 
political dissent. Activists estimate that 
there are a quarter of a million political 
prisoners—mostly Uighurs—in Xinjiang. 

Signs of Muslim extremism exist, but 
“Islam is unlikely to be the cause of 
revolt, more the banner under which the 
rebels would fight for political and eco- 
nomic rights,” Tyler writes, for practice of 
the religion is curtailed and monitored. 
And though dissident groups exist overseas, they are too 
fragmented to make up a unified independence move- 
ment. In weighing the possible outcomes, Tyler says the 
Uighurs’ political and cultural future looks bleak. 

Wild West China is the first book to concentrate on 
the region’s perspective, but many of the early histori- 
cal stories have appeared elsewhere and in far more 
robust narratives. Tight restrictions on access and 
information mean there’s little first-hand reporting, 
apart from the few private interviews Tyler conducts 
with activists and dissidents. Furthermore, Tyler—who 
expresses sympathy for the Uighurs while remaining 
even-handed—affects too dry a writing style. Nonethe- 
less, Wild West China fills a gap in Central Asian history, 
particularly for general readers. 


[ Wild West 
China: The 
Taming of 
Xinjiang ] by 
Christian Tyler. 
John Murray. 
£20 ($35.50) 


Adrienne Mong 
Adrienne Mong is a writer based in London 






NO BONES ABOUT IT: A man died 
on a busy city street in Japan—and 
nobody noticed. It was only two 
months later, when the corpse was 
steadily decomposing, that a pass- 
ing taxi driver thought he might 
mention to the police that there was 
a skeleton on the pavement. The 
body was lying on its back among 
decorative plants in front of a 
department store in Kita-ku, Osaka, 





the Mainichi Shimbun reported. It 
was Calculated that about a million 
people pass the spot each day, but 
they were either so intent on shop- 
ping that they did not notice the 
corpse, or they saw it and thought 
an anorexic man was sleeping on 
the ground. This says a great deal 
about the single-mindedness of the 
Japanese consumer out there on a 
Mission to Spend. 


DATUK DATA: Malaysia has been hit by a plague of datuks, the local 
press reported. The list of individuals with titles such as “datuk” and 
“tan sri” (roughly equivalent to “sir” and “lord” in Britain) is growing 
by hundreds a year. In some areas, you throw stones and half the 
people you hit are datuks, the magazine Massa suggested. Pahang 
state alone added 93 in a year, Mingguan Malaysia journal added. Not 
everyone believes it is a bad thing for the country to be swarmed by 
people with titles. “It would be another entry in The Malaysian Book of 
Records,” one interviewee commented. 


NIGHT LIGHTS: Police in Manila arrested a lamp-post thief. In the mid- 
dle of the night, Nelson Abalos, 26, was caught red-handed loading 
purloined lamp-posts from Rizal Avenue into a pedicab (apparently he 
couldn’t afford a truck). He fled, but a radio alert was put out and a 
police patrol found him, The Philippine Star reported. He was identified 
as a member of a gang called Sigue-Sigue Sputnik, but it was not clear 
why they wanted lamp-posts. Unless, of course, they plan to steal the 


whole of Manila, brick by brick. 





COME AGAIN: The duties of this tourism office 

in Beijing include the provision of services such 
as reincarnation, according to brochures given 
out. It’s good to see a bit of freedom of religion in 


China. (Spotter: Jean Monnich.) 


A HASH OF IT: An 
Australian cannabis 
grower was outraged 
when he came home to 
find intruders in his 
house, trying to steal 
his crop of illicit plants. 
So he summoned the 
police. Officers arrived 
at the Adelaide house 
and arrested everybody, 
including the man who 
had summoned them, 
News.com reported. He 
wasn’t thinking, was he? 





WHAT A GAS: Reader Wendy Wang 
tells me that she found a durian in 
a Chinese grocery store in New 
Jersey and gave it to a friend who 
lived on Long Island. The woman 
took it home and then peeled it, 





LISTEN UP: Reader Rusty Lerner saw this 
ice-cream truck last month in Mauritius. 
Clearly the owner could not prevent himself 
having a dig at a rival as he was decorating 
his truck. “Do you think he might possibly 
have a few anger-management problems to 
sort out?” Rusty asked. 


GHOST TRAIN: A ghost joyrider stole a train in 
Indonesia. The electric commuter train was 
parked on a rail siding in Bogor, with no live 
human beings inside it, when an invisible driver 
got into the cabin and started it up. It trundled 
out of the station in the Java hills and onto a line 
leading to the suburbs of Jakarta, the local press 
reported. A railway employee, realizing something 
was wrong, leapt onto the moving train and tried 
to enter the driver’s cabin—but found it locked. 
The train travelled for 45 kilometres and then 
stopped in the city centre. No one climbed out of 
the cabin, which was found to be empty. Com- 
muters told Detik.com, a news Web site, that one 
or more ghosts had clearly taken the train for a 
ride. But some railway staff give no credence to 
the ghost driver theory, preferring a much more 
rational explanation: a divine being comman- 
deered the train. “I don’t want to say anything 
supernatural about this case, because it's a 
matter of the above god,” an employee at Mang- 
garai railway station told the press. 


complex had been declared an 
emergency area. The entire com- 
plex had been evacuated. Fire 
engines were parked outside. Men 
in protective gear escorted her to 
her kitchen, where she revealed 
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releasing the infamously powerful 
odour, before going out shopping. 
Big mistake. When she returned 
home, the vicinity of her apartment 


the source of the lethal-smelling 
cloud of poison gas. Wendy asked: 
“Is this another example of the 
perils of the globalization?” 
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We are seeking suitable candidates to work in the Bureau for Economic integration (BEI) of the ASEAN | 
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CEO CALL 


When Blackouts Count 


Human-resources experts advise executives to spend quality time with their em pees. Many Dy 
merely pay lip service to the idea, but Sanjay Mirchandani elevates it to an art N 


BLACKOUTS MIGHT BE anathema to most tech- 
nology executives, but for Microsoft’s Asia president, 
Sanjay Mirchandani, they’re a low-tech way to keep 
ahead of the curve in a fast-changing industry. 

“Blackouts,” in Mirchandani-speak, are three- 
day, uninterrupted sessions he holds once a 
month in Singapore with managers from the 10 
countries he oversees. Meeting in the flesh “helps 
us sync up,” he says. Even better is what he calls 
“parking-lot time”—a half-dozen, half-hour slots 
he schedules into his diary for one week each 
month where even the most junior staff members 
are free to drop in for a chat. 

Mirchandani is obsessed with being accessible. 
The best ideas, he says, come from employees who 
are out in the field, working every day with clients. 
So he’s developed a management philosophy, com- 
plete with its own lingo, designed to foster com- 
munication. Talking with staff is hardly a revolu- 
tionary business practice, but the affable 36-year- 
old contends that he pays it considerably more than 
simply human-resources-induced lip service. 

“For me, it’s far more than a question of prin- 
ciple. It’s the biggest piece of what I do,” he says. 
“They're right there—they re talking to customers 
and partners every day, and if youre not listening to 
them, you're in trouble. It’s the best way of under- 
standing what’s working and what's not.” 

It sounds pretty simple—unless your employ- 
ees are spread out from India to Australia. So 
Mirchandani is on Instant Messenger terms with 
about 80 of his managers, which means he’s avail- 
able for real-time on-line conversations when- 
ever he’s at his computer. He also spends about 
70% of his time on the road, and devotes over half 
of that time to employees. He schedules break- 
fast each day, for example, with support staff and 
software developers who've been noted for solving 
particularly sticky problems with customers. The 
purpose is not just to laud them, he says, but to 
pick their brains to find out how they fixed those 
particular problems and how their solutions can 
be applied elsewhere. 

His Singapore country director developed 
the concept of parking-lot time—the half-hourly 
slots available to whoever grabs them first, as if 
in a car park—but Mirchandani liked it so much 
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SANJAY MIRCHANDANI, president, Microsoft Asia 








that he made it part of his routine. “People come in and talk 
about their personal life, their goals. And they come in with 
good ideas.” 

Last month, a techie strolled into Mirchandani’s office 
during parking-lot time and told him he needed to broaden the 
channels of communication even more. The employee sug- 
gested he hold weekly on-line chat sessions, an idea Mirchan- 
dani has already put into practice. 

This is all part of what he calls an “an embrace and engage” 
philosophy on relationships, which he subscribes to after hours 
as well. Because he travels so much, he schedules blackouts 
with his family, nipping off to Bali or Langkawi for three or four 
days every few months, leaving the laptop behind. He says park- 
ing-lot time with his two daughters is sacred, too. Ona recent busi- 
ness trip, he says he made a point of watching on the flight Dis- 
ney’s The Lizzie McGuire Movie, based on a popular pre-teen tel- 
evision show, so he could discuss it later with his 11-year-old. 

“It’s about giving someone a 100% of your time. And if you're T 
not relating to them, you really don't have a clue. And that applies 
to any relationship,” he says. CRIS PRYSTAY 
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OLYMPUS 


Your Vision, Our Future 


Mobility or Wide Angle’? 


Whichever you prefer, there is a high-performance Olympus digital camera that is just right for you. The CAMEDIA C-5000ZOOM’s compact body and 


versatile, ready-to-use functions make it easy to take superb pictures anytime, anywhere, while the CAMEDIA C-5060 Wide Zoom’s 


enhanced wide-angle capability and expert-level control allow you to shoot wide-angle masterpieces— the equivalent of using a 27mm lens on a 35mm camera. 








CAMEDIA C-5000 ZOOM 


F2.8, 38-114mm (on a 35mm camera), 3X Optical Zoom 
Astounding 5.0 Megapixels 

A Variety of Shooting Modes 

Compact, Lightweight Body 

Optional External Flashes & Conversion Lenses Available 
Multiple Functions for Both Beginners and Experts 





[mju:] 300 DIGITAL 
Incredible 3.2 Megapixels 
F3.1, 3X Optical Zoom 
All-Weather Compact Metal Body 





Singapore : Olympus Singapore Pte Ltd : Tel 65-6833-5320 

Hong Kong : Olympus Hong Kong and China Limited : Tel 852-2730-1505 
Taiwan : Yuan Yu Industry Co, Ltd. : Tel 886-2-2752-1531 

Indonesia : PT. Perdana Bangun Pusaka : Tel 62-21-422-1888 

Cambodia : PCI Cambodia Co. Ltd : Tel 855-12-822-777 

New Zealand : H. E. Perry Limited : Tel 64-9-303-1479 


[mju:] 400 DIGITAL 
Mind-Blowing 4.0 Megapixels 
F3.1, 3X Optical Zoom 
All-Weather Compact Metal Body 


High-Grade Digital Camera & Digital Colour Printer 
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Easy-To-Use 





CAMODIAC-450 ZOOM 
Mind-Blowing 4.0 Megapixels 


F3.1, 3X Optical Zoom 


— 


CAMEDIA C-5060 Wide Zoom 


F2.8, 27-110mm (on a 35mm camera), 4X Optical Zoom 
Astounding 5.1 Megapixels 

Quick Response & Long-Life Battery 
Multi-Angle LCD Monitor 

Optional External Flashes & Conversion Lenses Available 
Extensive Expert Functions 
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GMDIAC-750 Ultra Zoom 
Mind-Blowing 4.0 Megapixels 
F2.8, 10X Optical Zoom 
40X Zoom with 4X Digital Zoom 





Malaysia : Olympus (Malaysia) SDN BHD : Tel 603-6203-3882 
China : Olympus (China) Investment Co. Ltd. : Tel 021-6426-7594 
Thailand : Foto Systems Ltd. : Tel 662-934-7701 

Vietnam : Duc Loi Photo Trading Co. Ltd. : Tel 84-8-8650510 
Pakistan : Super Enterprises : Tel 92-42-7228254 


Australia : Olympus Australia Pty Ltd. : Melbourne Tel 61-(0)3-9265-5400 

Korea : Olympus Korea Co. Ltd. : Tel 82-2-6255-3210 

Philippines : Columbia Global Photo Sales Corporation : Tel 632-365-0892 
Axis Global Technologies, Inc. : Tel 632-724-3304 

Sri Lanka : Brown & Company Ltd. : Tel 94-697-111 
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EPIPHANY _ 
With respect to your reeditorial, Targeted 
[Jan. 8], on the recent attempts on the 
life of Pakistan President Pervez 
Musharraf, it is clear that the general 
only has himself to blame for his 
predicament. Since joining the United 
States-led coalition against terrorism, 
Gen. Musharraf has played both sides, 
arresting some foreign terrorists while 
apparently going easy on Kashmir- and 
- Afghan-linked groups. Gen. Musharraf 
thought he could play this juggling act 
forever. But, as the attempts on him 
prove, the terrorists have a different 
idea. One hopes the close calls have 
_ given the general an epiphany. 
KAUSHIK KAPISTHALAM 
Atlanta, Georgia 


“OPPOSED 

I write to strongly oppose the letter from 
Le Dzung of the Vietnamese Foreign 
Ministry [Vietnam Protests, Dec. 18], 
which took issue with your editorial, 
This is News? [Nov. 27]. The Vietnamese 
government's foreign television pro- 
grammes are nothing more than prop- 
aganda that misinform Vietnamese liv- 
ing abroad, as well as foreigners, about 
the situation in Vietnam. 

I challenge Le Dzung, or any mem- 
ber of his organization, to show the use- 
fulness of the programmes. I hope the 
regime wakes up to face and deal prag- 
matically with affairs in Vietnam. 


LE SON-MINH 
Seattle 


_Umwno’s PROSPECTS 
“Your-article on Malaysian Prime Min- 
_ister Abdullah Ahmad Badawi, which 
: describes him as not being another 
Mahathir Mohamad, omitted to touch 
-on one other important distinction: 
Abdullah's family tradition. [He's No 
Mahathir, And That’s OK, Dec. 25, 
2003-Jan. 1, 2004.] His personal faith 
will lend him a certain credibility 
among the Muslim electorate, and help 
to depoliticize the issue of religion. 
So instead of the prospect of losing 
another state to a party that would seg- 
regate swimming pools into men’s and 
{womens sections, let's hope the 
_ United Malays National Organization 
can win back the confidence of at least 














moderate Muslim voters n 
and perhaps even win back 
Kelantan and Terengganu states; A 
gious centre (as opposed to. the 


extremes) can only be a good thing == 


for the country. 


PATRICK CHEN 
Kuala Lumpur 


ISLAM IN SOUTHEAST ASIA 
The Struggle for Islam and Recover- 
ing Islamis Roots [Dec. 11], on the strug- 
gle for Islam in Southeast Asia, rightly 
identify this issue as a matter of key sig- 
nificance for the region's future. But I 
find your qualifications of “moderates” 
and “conservatives” inaccurate and too 
simplistic, while the historical overview 
contains a stubborn misconception. 

Those moderates trying to salvage 
Southeast Asia’s traditionally tolerant 
form of Islam should be termed “con- 
servatives,” while for the proponents 
of an orthodox Islam based on a return 
to the religion's earliest heritage, the 
term “reactionaries” seems more fit- 
ting. Besides, other “moderates” are 
actually bold explorers of alternative 
routes towards a pluralist Islam that 
can meet the demands of the con- 
temporary world. 

Although you are right in observing 
that Islam reached Southeast Asia 
through many channels, scholars have 
established that Islamization also took 
place through direct contacts with the 
Middle East—long before the 19th cen- 
tury as you suggested. This has put 
Southeast Asia in touch with the wider 
Muslim world also during the days 
when less rigid tendencies prevailed. 

The reason for making these points 
is that in the present world, both tra- 
ditionalist attitudes and reactionary 
withdrawal are futile: No longer can a 
region isolate itself from divisive inter- 
national political issues elsewhere, 
while any world religior’s future vital- 
ity depends on the strength of its 
courageous liberal-minded innovators. 


CAROOL KERSTEN 
Chiang Mai 
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India and Pakistan to Start Talks 


Expect small successes at the periphery before more contentious issues are tackled 


THERE IS MORE good news coming out of South Asia than 
anyone could have hoped for. At the end of a summit meeting 
of the South Asian Association for Regional Cooperation, India 
and Pakistan announced they will meet next month to hold talks. 
(See related article on page 14.) Still, it’s wise not to get too carried 
away, and to place this in perspective. As Pakistan's President Per- 
vez Musharraf said, “This is a beginning . . . but a good beginning 
has been made.” Rightly put. 

Understanding how the two sides arrived at this major junc- 
ture (for it is that) can provide an insight into how talks might 


s proceed. To be sure, a subtle shift has been taking place. Recently, 


there have been signs of a willingness by both to set aside 
matters they cannot quickly agree on and focus instead on issues 
- on the periphery. So though Kashmir is said to be on the agenda 
for next month's meeting, the greater likelihood is for advances 
to be made on confidence-building measures that can set the 
tone for discussions later on more contentious business. 

Earlier in the week, Indian Prime Minister Atal Behari Vaj- 
payee was reported saying: “It is important we understand each 
other’s difficulties.” If Mr. Vajpayee sticks to this, we would expect 
him to ease off demanding a total end to infiltration into Indian- 
controlled Kashmir by militants based on the Pakistan-adminis- 
tered side. No question, Gen. Musharraf can—and should—do 
more to curb Pakistan-based militants. In this, there is a pru- 
dent level of action Gen. Musharraf needs to work towards— 
but something just short of the current Indian demand, which 
is practically impossible for the Pakistan leader to fulfil. 

A softening in position by India wouldn't be without prece- 


dent. This approach was tested in bridging ties with China. For 
long, Sino-Indian relations were soured by their border dispute. 
But last year, India initiated moves for China and itself to make 
concessions where they could, and leave other, larger, border issues 
to be tackled later. This has allowed both to move forward on their 
bilateral arrangements and expand trade. 

In the same vein, India needs to cut Gen. Musharraf some 
slack. It knows that he is its best hope for improving ties, and can't 
afford to let him fail. But the Pakistan president, the target of | 
two assassination attempts last month, must be careful not to risk 
a backlash as a result of his dealings with India. While it was 
Mr. Vajpayee who made the first overture last April, Gen. Mushar- 
raf has since offered many olive branches. The ceasefire in 
Kashmir and recently restarted cross-border flights were first 
mooted by Pakistan. Then, there was Gen. Musharraf’s hint 
that Pakistan might back down from its demand for a United 
Nations plebiscite for Kashmiris. Although the government 
backpedalled on this, the offer gives a hint of the level of testing 
Gen. Musharraf is doing on what is possible and what is not. 

In March, India’s cricket team will visit Pakistan——India’s 
first test tour there in over a decade. Recently, New Delhi sug- 
gested starting a bus service between Srinagar and Muzaf- 
farabad. Along this trajectory, expect more small measures at 
the boundary to be tackled in next month's talks. Once Indi- 
ans and Pakistanis see that their countries can negotiate arid 
reach amicable results, then Kashmir will seem less intractable 
an issue. This week’s news indeed has been good. But Gen. 
Musharraf is right to say this is only the beginning. = 


Ending the Great Game Afghanistan gets a constitution 


It’s TAKEN a long time—two years after 
American-led forces turned out the Taliban 
from Kabul—but Afghanistan finally is 
in better shape to become a normal coun- 
try. On Sunday, the loya jirga, or grand 
assembly, at last agreed on a national con- 
stitution. This should smooth the way for 
presidential elections slated for mid-year, 
and then parliamentary elections six 
months or so after that. 

Hammered out amid heated debates 
that stretched over three weeks, the con- 
stitution establishes a strong presidential 
system, which President Hamid Karzai, the 
head of the transitional government, had 
insisted on. Conservatives did manage to 


insert language that makes the constitution 
more Islamic, but a charter that reflects a 
measure of the country’s cultural history 
will be more an asset than a liability to long- 
term stability. And one gratifying departure 
from the recent past now enshrined in 
the charter is that men and women should 
receive equal treatment. 

The most important thing, still, is that 
Afghanistan will be led by a strong cen- 
tralized leadership that won't be tugged 
by disparate interests. For, to be sure, 
the country still faces many large prob- 
lems. The Taliban and Al Qaeda are still 
causing mischief. Warlords and militias 
remain powerful. Corruption is rife. Drug 


cultivation needs to be seriously curbed. 
To tackle all this effectively requires hard- 
nosed leadership. So while the going isnt 
about to become significantly easier, 
Afghans at least are now better poised to 
confront their challenges. 

For long, Afghanistan has been where 
foreign interests played their “Great Game.” 
This ultimately led to the rise of the Talibant 
and their playing host to Osama bin Laden 
and Al Qaeda—and what must be hoped 
was the last foreign intervention in the 
country. With care, Afghanistan now can 
take the first step towards consolidating 
itself into a country run by Afghans for 
Afghans. This is long overdue. @ 








- : : 6 Far Eastern Economic Review 


danuary 18, 2004 


i 
wil 


SH 


The H KU M BA Bs 





is rated as one of the BEST in ASIA 


in INTERNATIONAL rankings 


The HKU MBA is recognized as one of the six best Asian MBAs 
by the Economist Intelligence Unit, and as one of the League of 
Best Asian MBA Schools by Asia Inc. 


It is the only MBA programme in Hong Kong built on recognized 
area of excellence in economic policy & business strategy. 


We offer the MBA programme both in Hong Kong and Shanghai, 
giving valuable opportunities to interact with executives from 
Shanghai and other Asia-Pacific countries. 


All classes incorporate innovative teaching strategies including 
award winning case studies designed specifically for the Asian 
business environment by our own teaching staff. 


All Hong Kong MBA students will have opportunities to attend in- 
depth field studies of business practices in Asia and Europe. 


MBA students in Hong Kong, if assigned to work in Shanghai, may 
take equivalent courses in our programme in Shanghai and transfer 
the credits earned back to Hong Kong. 


Customized programmes are also offered for training senior 
executives of large companies. The Industrial and Commercial 
Bank of China and Alcatel Shanghai Bell Co. Ltd. are presently our 
anchor clients. 


A Programme with Vision 


Regional Focus, Global Pursuit 


MBA Programme for Regional Executives 
e Strategy for Doing Business in China & the Region 


e Accounting, Financial Control & Corporate Governance 


e IT & E-Business Transformation 
e Managing People & Change 


or application and programme information 
elephone: (852) 28591021 Fax: (852) 2549 3735 Website: www.fbe.hku.hk/mba 





E-mail: hkumba@fbe.hku.hk 
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Thai Raids Blamed 


On Centralization 


Raids in southern Thailand that left four soldiers dead, schools 
in flames and more than 100 weapons missing did not come 
as a complete surprise to Thai Muslims, who have been warn- 
ing for some time of rising tensions in the area. Take for- 
mer Thai Foreign Minister Surin Pitsuwan for example. A 
southern Muslim member of parliament, Surin views the 
January 4 attacks as a signal of Muslim defiance that derived 
indirect inspiration from Islamic movements in Indonesia 
and the Philippines. However, the opposition member, like 
many other political analysts, does not see any direct link with 
international terrorist groups. Surin blames the attacks on too 
much centralization of government in Bangkok. “Every- 
thing is decided in Bangkok now, and these people feel neg- 
lected,” he says. The Bangkok government has since declared 
martial law in several southern districts and sent 3,000 troops 
to track down the attackers, local media reports say. Mean- 
while, Thai Prime Minister Thaksin Shinawatra has report- 
edly clashed with his cousin, army commander Gen. Chaisit 
Shinawatra. The Thai leader was reportedly furious that the 
authorities were unable to prevent the raids. But while he 
publicly bawled out Interior Minister Wan Mohammad Noor 
Matha, the dressing down of his relative came in private, 
according to well-placed officials. The general was appointed 
army commander over more senior officers in October, trig- 
gering charges of nepotism by the press and opposition. 


VIETNAM’S DRUG MANAGEMENT RAPPED 

Aids patients in Vietnam may soon get more access to low- 
cost drugs, but some local and foreign health experts warn 
that the country’s inadequate drug management could result 
in dangerous side effects and bodily resistance to treatment. 
The debate comes as the World Health Organization steps up 
a drive to guarantee affordable treatment for 3 million Aids 
patients worldwide by the year 2005. In March, a WHO team 
will visit Hanoi to help the government overcome hurdles 
in procuring anti-retroviral tablets from overseas—or in mak- 
ing and distributing generic drugs at home. Last year, advis- 
ers from the United Nations body went to Ho Chi Minh 
City to begin evaluating production facilities at a local phar- 
maceutical firm: German-invested Stada VN Joint Venture 
Co. While health experts based in Vietnam welcome such ini- 
tiatives, they warn that success depends on the government s 
ability to improve testing and monitoring to ensure that 
Aids patients strictly adhere to treatment. Among an estimated 
20,000 Vietnamese who have Aids, no more than several hun- 
dred are taking anti-retroviral tablets, due to high costs. The 
government pays for drugs for merely 50 people—mostly 
health workers and police—at a cost of $2,400 annually per 
patient. In Thailand, the same treatment costs less than $400. 
Meanwhile, the disease is spreading: An estimated 180,000 
Vietnamese are infected with HIV, the virus that causes Aids. 
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CHINESE JITTERS: Pakistani traders can’t stay in busy Kashgar 


JITTERY CHINESE EXPEL PAKISTANI TRADERS 
Chinese authorities, apparently worried about the spread of 
Islamic fundamentalism, in late December expelled 700 Pak- 
istani traders from the Muslim-majority province of Xinjiang. 
Beijing has also restricted visas for Pakistanis wanting to travel 
to the western Chinese province along the Karakoram High- 
way, according to Pakistani officials. Pakistani traders are nor- 
mally allowed to remain in the Xinjiang town of Kashgar in 
January-March, when winter snows block the highway link- 
ing China and Pakistan. But this year China has forced them 
to leave before the snows set in. The Pakistani officials say 
they believe this is because Beijing, though a close ally of 
Islamabad, is fearful of the spread of Islamic extremism 
among Xinjiang’s ethnic Uighur people by Pakistani groups. 
They note that China has taken tough measures in Xinjiang 
to prevent the Muslim Uighurs from travelling to Afghanistan 
and Pakistan, where many of them join Islamic schools or 
extremist groups. Last month, Islamabad admitted that a sus- 
pected Uighur member of the Al Qaeda terrorist movement 
was killed in a shoot-out with Pakistani security forces near 
the border with Afghanistan. 


TRADERS SEE PROFIT IN CIVET CULL 

China is slaughtering thousands of palm civets in the belief the 
animals harbour the Severe Acute Respiratory Syndrome virus, 
with authorities in Guangdong province raiding wild-animal 
markets and breeding farms. But some animal traders have 
been quicker than the police, hiding their civets in the hope that 
they can be sold for a profit to wild-game restaurants, where the 
weasel-like animals are a coveted delicacy. The thousands of 
civets that have been netted so far, however, are being put 
through a gruesome destruction process: The animals are 
drowned in a liquid disinfectant and then carted off in metal 
boxes to centralized plants where their carcasses are boiled in 
high pressure ovens. The process, normally reserved for sick 
cattle and pigs, completely melts the carcass, including the ani- 
mals’ bones, according to provincial hygiene officials. The >> 
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Taiwan’s President 
Chen still aims to 
rewrite the 
constitution 


| Intelligence 


residual fluids are trucked to sewage plants. The civet cull was 
prompted by new research by scientists in Hong Kong and 
Guangdong linking Sars-like viruses found in civets to genetic 
fragments found in a Guangdong TV producer who has been 
confirmed as the country’s first Sars case in half a year. The 
man has recovered, but health officials throughout the region 
are on the look-out for other cases. 


CHEN CHASES CONSTITUTIONAL CHANGE 
His opponents tried to stop him, but President Chen Shui- 
bian still aims to rewrite Taiwan's constitution. Chen had pro- 
posed holding a public referendum on a new document in 
2006, then enacting it in 2008. Although the president dis- 
missed such fears, his constitution push stirred worry that 
it could codify the island’s independence, something China 
has threatened war to prevent. Taiwan's opposition-dominated 
legislature thought it had checked Chen when it passed a ref- 
erendum bill in November that effectively barred him from 
calling a vote on a new constitution. But Chen has stuck to his 
timetable as he campaigns for re-election in March. Chiou 
I-jen, the president's chief of staff, says that there are sev- 
eral ways to get a new constitution, despite the November law. 
For one, Chen's allies could use amendments—which are 
allowed—to make piecemeal changes. Alternatively, Chen 
hopes a win in the March 20 presidential election would carry 
his party to a majority in legislative elections in December, let- 
ting the new legislature expand his powers under the refer- 
endum law. If that fails, the president—if he stays in office— 
might call a vote anyway. “Even without any kind of bill 
existing, the people still have the right to approve a new 
constitution,” Chiou says. In other words, stay tuned. 


Monco iia Mum on DEBT PAYMENT 
Mongolia and Russia have finalized a deal slashing Ulan 
Bator’s Soviet-era debt to its former colonial master from 
around $10 billion to just $250 million. That outstanding 
amount has been paid off and the deal is being trumpeted 
domestically by the Mongolian government. But the news is 
tempered by uncertainty about how the debt was repaid. 
“There is no public information on how it was repaid, only 
that there was some cash and treasury bills.” says Ping Chew, 
a Singapore-based sovereign ratings director for Standard and 
Poor’s. But a ruling party politician in Ulan Bator says Cana- 
dian mining firm Ivanhoe, which is exploring for copper and 
gold in southern Mongolia, agreed to buy $50 million worth 
of treasury bonds; a further $50 million worth will be sold 
domestically, and the remaining $150 million to finance the 
repayment came from national monetary reserves, the bulk 
of it from foreign-exchange reserves. The deal with Moscow 
does not alter Mongolia’s BB sovereign rating, says Ping, as 
Standard and Poor's had factored in “massive bilateral-debt 
forgiveness” the last time it assessed the country in Septem- 
ber 2003. But it does raise concerns about an increase in 
the cost of servicing Mongolia’s debt, which is now over 115% 
of GDP against around 93% prior to the deal. 
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Killing Civets as a Way to Fight Sars 


China said that its first patient to suffer from 
Severe Acute Respiratory Syndrome since 2003's 
outbreak was cured and would leave hospital on 
January 8. Meanwhile, authorities in Guangdong 
province moved ahead with plans to kill 10,000 
civet cats because one was found to have a strain 
of the virus similar to that which had afflicted the 
patient. The World Health Organization said the 
evidence was not strong enough to warrant the 


mass slaughter, and wor- 
ried that it might eliminate 
valuable clues and risk 
spreading Sars further. 
China said that 25 people 
who had had contact with 





the patient had been iso- 
lated, but none showed 


THE JIG IS UP: Civet round-up 


AFGHANISTAN 


In the end, passage of the coun- 
try’s new constitution was an 
anticlimax. Delegates to the /oya 
jirga, or grand assembly, in Kabul 
rose and stood in silence for 
about 30 seconds to signal their 
approval of the draft constitution. 
The charter, as expected, creates 
a strong presidential system that 
reflects the urging of President 
Hamid Karzai, who was originally 
installed to lead the nation by the 
United States but later won 
legitimacy in voting by another 
loya jirga 18 months ago. Land- 
mark presidential elections are 
scheduled for June this year, with 
parliamentary elections to follow. 
In one last-minute compromise 
that reflected the difficulty of 
achieving a consensus among a 
502-member council, the nation’s 
charter was amended to add 
minority languages commonly 
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any Sars symptoms. 


spoken in the north of the country 
to the list of the country’s official 
languages. The draft constitution 
calls for men and women to be 
treated equally. It also states that 
the nation’s laws should be in 
accordance with Islam. 





AFGHANISTAN: A new constitution 
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HONG KONG 


In his annual policy 
address, Chief Executive 
Tung Chee-hwa focused 
on Hong Kong’s eco- 
nomic revival and failed 
to address calls for full 
democracy. He 
announced the establish- 
ment of a task force to 
examine the issues of 
political reform and 
consult with the central 
government in Beijing. 
People, he said, should 
consider issues “ration- 
ally” and continue to 
express their views (see 
article on page 28). 


THAILAND 


The cabinet approved a 
plan meant to encourage 
consolidation in the 
nation’s financial- 
services industry and to 
help surviving lenders 
expand. Companies will 
be asked to choose what 
industries they want to 
compete in, and whether 
they want to offer broad 
services or focus more 
narrowly on specific 
markets like lending to 
small companies. The 
measures are aimed at 
making Thai financial 
companies more com- 
petitive in advance of 
coming competition 
from foreign banks. 








ASSAILANTS IN THE 
south of Thailand have 
burned at least 18 
schools and killed four 
soldiers. One govern- 
ment official said the 
arson attacks may have 
been decoys in a well- 
coordinated attack to 
steal military weapons. 
The attackers reportedly 
fled with more than 100 
assault rifles. Authoritie: 
did not immediately 
identify who the attack- 
ers might be. The gover 
ment has waffled on wh 


is responsible for the 
violence, at times blam- 
ing Muslim extremists 
and at other relatively 
unorganized bandits. 
About 50 police and 
soldiers have been 
murdered since 2001. 


SOUTH KOREA 


Prosecutors have 
indicted 48 government 
and corporate officials on 
charges of bid-rigging in 
connection with $55 
million in government 
procurement contracts 
with an affiliate of IBM 
Corp. IBM Korea 
expressed regret over the 
incident and said that the 
company has “never 
approved” of slush funds. 


Foreign direct invest- 
ment fell 29% in 2003 
from the previous year. 
The decline was blamed 
by the government on 
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labour unrest, which it 
said scared off potential 
investors, and on grow- 
ing competition with 
China. The government 
said that investment by 
foreigners in factories 
and businesses fell to 
about $6.5 billion from 
$9.1 billion in 2002. FDI 
peaked in 1999 at above 
$15 billion. The govern- 
ment expects FDI to rise 
again in 2004. 


SINGAPORE 


The government’s 
investing arm, Temasek 
Holdings, plans to raise 
$1.25 billion by selling 
part of its stake in 
Singapore Telecommuni- 
cations. The sale would 
reduce Temasek’s 
ownership from 67% to 
61.5%. The move is in 
line with the govern- 
ment’s promise to sell 
down its stakes in two 
telecommunications 
companies, SingTel and 
Singapore Technologies 
Telemedia, when it 
signed a free-trade 
agreement with the 
United States last year. 


MALAYSIA 


The government hasn’t 
decided whether to 
extend a 50% rebate on 
excise duties for its 
domestic car makers 
after the rebate expires 
at the end of 2004. The 
announcement was seen 
as an indication that 


PROTON: The end of tax breaks may be coming 





waivers for domestic 
companies such as 
Proton will not automati- 
cally end. But she also 
stressed that Malaysia’s 
domestic companies 
need to collaborate with 
others. “They can longer 
work alone,” she said. 
“No one can.” 


NORTH KOREA 


Pyongyang offered to 
refrain from testing or 
producing nuclear 
weapons. It was a move 
greeted positively by 
United States Secretary 
of State Colin Powell as 
a way to encourage the 





POWELL: Likes response 


resumption of six-way 
talks on North Korea’s 
nuclear weapons. 
Pyongyang also invited a 
delegation of nuclear 
experts from the U.S. to 
visit its main nuclear 
complex. The visit would 
be the first by foreign 
experts in North Korea 
since the nation 
expelled monitors from 
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the United Nations at 
the end of 2002. 
Experts on the long 
stand-off between 
North Korea and, 
mainly, the U.S., said 
that it appeared 
Pyongyang had offered 
the invitation to 
inspectors to prove that 
it had built a nuclear 
bomb or is capable of 
building one. 


Drug maker Matrix 
Laboratories has sold 
slightly more than one- 
quarter of the company 
to two foreign investors 
in an effort to raise 
working capital, retire 
long-term debt and set 
up a research-and- 
development centre. 
Temasek Holdings, the 
Singapore government’s 
investment arm, and 
private venture-capital 
investor Newbridge 
Holdings, a United 
States company, will 
each buy 13.9% of the 
company for a combined 
$133 million. 


JAPAN 


The man who led Nissan 
Motor to global promi- 
nence in the 1960s and 
1970s has died at the 
age of 91. Takashi 
Ishihara pushed Nissan 
into the world spotlight 
as head of the com- 
pany’s United States 
subsidiary, and later, as 
president of the com- 
pany in the 1980s, he 
built plants in the U.S. 
and Britain. A former 
rugby player, Ishihara is 
credited as much as any 
Japanese individual with 
proving that Japanese 
car companies could 
succeed in the U.S. 


SPOTLIGHT 


NEW 
DEPUTY: 
Najib was 
the popular 
choice in 
Umno 
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ABDULLAH’S TEAM 
Two months into his premiership, Abdullah 
Ahmad Badawi has finally moved to put his own 
stamp on his cabinet. First, he picked Defence 
Minister Najib Razak, 51, to be his deputy. That 
immediately eliminated the risk of a constitu- 
tional crisis should anything happen to Abdullah. 
By doing so, Abdullah also consolidated his grip 
on the United Malays National Organization—the 
dominant party in the ruling coalition—and paved 
the way for a snap general election, expected 
in this quarter, a year before one is required. 

Najib, 51, is Umno’s popular choice for 
deputy and had also been endorsed as the “best” 
candidate by former Prime Minister Mahathir 
Mohamad. Abdullah’s delay in picking him had 
provoked fears of a split within Umno. 

The appointment of Nor Mohamad Yakcop 
as second finance minister is likely to please 
markets. He replaces controversial Umno politi- 
cian Jamaludin Jarjis. An able technocrat, Nor 
Mohamad represents the premier’s attempt to 
depoliticize the powerful ministry and remove 
much of its image as a source of political patron- 
age. As a nonparliamentarian, Nor Mohamad will 
have to be sworn in as a senator before he 
assumes his cabinet post. 

The only surprise among the new appoint- 
ments was word that Muhyiddin Yassin, a serv- 
ing Umno vice-president, would take the agri- 
culture portfolio. This was seen as a step back- 
ward. Muhyiddin was Najib’s only real rival for 
the deputy premiership, and his new position 
may have been Abdullah’s sop to Najib’s polit- 
ical future. S. Jayasankaran 
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SOUTH ASIA 


Trade Trumps War 


Economic growth is driving the most significant moves in decades toward peaceful 
stability between India and Pakistan. Here’s how the prospect of expanded business links is 
doing what nuclear threats and bluster never could 


By Jay Solomon/IsLAMABAD 


TRADE TIES: 
Growing 
activity is a 
welcome sign 
of normality 

on the India- 
Pakistan border 





ONE TRIUMPH FOLLOWED another dur- 
ing a three-day summit in Pakistan that 
might someday be seen as a watershed 
in the history of India-Pakistan relations. 
As the annual South Asian Association for 
Regional Cooperation (Saarc) summit in 
Islamabad wound down on January 6, the 
two countries announced the start of bilat- 
eral talks next month in which all topics, 
including the disputed region of Kashmir, 
will be open for discussion. Indian Foreign 
Minister Yashwant Sinha was gleeful: “It 
is a victory for common sense. It is a vic- 
tory for moderation. It is a victory for 
statesmanship. It is a victory, particularly, 
for the poor people of South Asia.” 





Sinha might have added that it was a 
victory for business. As much as anything, 
the peace offensive launched by India’s 
Prime Minister Atal Behari Vajpayee and 
Pakistans President Pervez Musharraf 
seeks to recast the New Delhi-Islamabad 
relationship on an economic foundation, 
which may prove to be more enduring 
than past fretful concerns about security. 

India, in particular, now seeking to 
match China as Asia’s fastest-growing 
economy, has aggressively sought to 
smooth relations with Pakistan. In fact, 
this issue of reduced tensions between 
India and Pakistan—and among all coun- 
tries of the region—is central to the theme 
of economic integration that dominated 
the annual Saarc summit. Fear of conflict 
has long intimidated potential foreign 
investors and crimped trade among the 
region's 1.5 billion people. 

Even before the dramatic announce- 
ment of February talks, business people 
in both India and Pakistan seemed giddy. 
They were especially enthused by the 
agreement among Saarc’s seven mem- 
bers to begin reducing trade tariffs start- 
ing in 2006 and to dismantle non-tariff 
trade barriers. 

“This is definitely a positive develop- 
ment,” says P.K. Mukherjee, a director 
at Sesa Goa, a major Indian iron-and-steel 
firm that began exporting to a Pakistani 
customer in 2003. Pakistani businessman 
Jamil Nehboob Magoom, who is vice-pres- 
ident of a business association in the 
region, was equally enthusiastic: “This 
is a big step forward. We get a huge mar- 
ket for our products.” 

Justifying such optimism won't be 
easy. Peace talks between India and Pak- 
istan are expected to be a drawn-out affair, 
with both sides being pressed to give 
ground in Kashmir, where sovereignty 
has long been in dispute. Regional inte- 
gration, too, frightens small countries 
wary of being swamped by Indian prod- 
ucts once trade-protecting tariffs are 
reduced. Vajpayee summed up the crux 
of the challenge in remarks during the 
Saarc opening ceremony on January 4: 
“We must make the bold transition from 
mistrust to trust, from discord to concord, 
and from tension to peace.” 

Islamabad hardly seemed a likely set- 
ting for Subcontinental bonhomie. The 
city was virtually locked down after two 
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GIVING PEACE 
A CHANCE 


e India and Pakistan said 
that they will hold talks 
next month 


e Business interests are 
driving dramatically 
improved relations 


e Kashmir remains the 
biggest obstacle 





assassination attempts against Mushar- 
raf in December. Roughly 10,000 police 
and commandos patrolled the capital's 
deserted streets. And the shops that sur- 
round the Jinnah Convention Centre were 
shuttered as armoured limousines ferried 
leaders to and from the summit. 

But the growing goodwill between 
India and Pakistan broke through the 
unease almost from the moment Indian 
officials arrived. Vajpayee surprised a Pak- 
istani television audience by referring to 
Gen. Musharraf—a man widely viewed by 
Indians as the architect of a violent 1999 
flare-up between the countries known 
as “The Kargil War”’—as someone “we 
think we can have talks with.” Pakistani 
Prime Minister Zafarullah Khan Jamali 
responded by praising the 79-year-old Vaj- 
payee as a “poet” and a “visionary.” 

This diplomatic U-turn, following five 
years of often-bitter acrimony, is partly 
being nourished by external forces, South 
Asian diplomats say. The United States 
and China, in particular, have pressured 
both countries to move ahead with a dia- 
logue after war nearly broke in mid-2002 
following an attack by Muslim militants 
on New Delhi's parliament building. 
Musharraf is also seen as eager to score 
points with the international community, 
which is increasingly critical of Pakistan's 
alleged role in trading nuclear technology 
to North Korea, Iran and Libya. 

But, as much as diplomacy, econom- 
ics is driving the current peace process, 
say Indian and Pakistani officials. The 
two countries voice confidence that they 
can gain ground economically on their 
East Asian rivals if they install effec- >> 
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tive security and investment regimes. 

“The vision and courage demon- 
strated recently by the leaders of India and 
Pakistan in their efforts to resolve bilat- 
eral issues have infused this summit... 
with a new sense of purpose and vigour,” 
Sri Lankan President Chandrika Kuma- 
ratunga said on January 4. Sri Lanka 
stands to benefit hugely from greater sta- 
bility, given that it signed free-trade agree- 
ments with India and Pakistan last year. 
When the final figures are in for 2003, 
Columbo expects Sri Lanka’s economy 
will have grown 5.5%. 

New Delhi has announced sizzling 
growth for the July-September quarter, 
raising the prospect that India’s economy 
could grow by 8% in the fiscal year that 
ends on March 31. And Pakistan expects 
the final figure for 2003’s growth to be 
nearly 6%, thanks in no small part to 
Islamabad’s alliance with Washington 
in its war on terror. 

The agreement to lower tariffs and 
eliminate non-tariff barriers was part of a 
landmark free-trade agreement reached 
during the summit. Under the terms of 
the deal, Saarc members are required to 
reduce their intra-regional tariffs to 5% or 
less over the next decade while eliminat- 
ing informal trade barriers. Saarc also 
committed itself to developing a regional 
development bank, a common currency 
and, ultimately, economic union. 

Regional diplomats warned that 
implementing the South Asia Free-Trade 
Area by January 1, 2006, would be a 
daunting task. Countries are already draft- 
ing lists of products they'll seek to shelter 
from tariff cuts. And then there is the fear 
among smaller South Asian countries 
of being swamped by the big guys. 
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“Nepal's markets are already com- 
pletely controlled by Indian products,” 
says Mukunda Kattel, a member of a 
Kathmandu-based agency focusing on 
rural development. “The trade agreement 
runs the risk of only benefiting the Indi- 
ans.” To address this, Saarc’s larger 
economies may establish guidelines to 
provide compensation to poorer countries 
that might initially suffer. Vajpayee 
pledged to set up a regional poverty-alle- 
viation fund, committing New Delhi to 
initially provide $100 million. 

Officially, bilateral trade between India 
and Pakistan registered just $200 million 
last year, but many analysts put the real 
figure at around $2 billion if India-Pak- 
istan trade routed through third countries 
is counted. Pakistani and Indian officials 
say the higher number could double or 
more in the short term. 

Indian businessmen say they are 
interested in investing in Pakistani coal 


VAJPAYEE: Optimistic in his 
Saarc speech 


and gas interests. Magoom, the Pakistani 
vice-president of a South Asian business 
association, says that he thinks that Indian 
pharmaceuticals and engineering prod- 
ucts will do especially well in Pakistan. As 
for Pakistan, Magoom thinks textiles, 
herbal products and salt will find markets 
in India. In March, he says, Pakistan is 
planning an exhibition of its wares in New 
Delhi—something that would have been 
unthinkable a year ago. 

Tariq Sayeed, a former president of the 
Pakistan Chamber of Commerce, says he’s 
been pushing his government for more 
than a decade to forge a free-trade agree- 
ment with India. Local companies are 
penalized by huge transport costs because 
of India-Pakistan tensions, he said. They 
also face prohibitively high input costs for 
their exports because of India’s trade bar- 
riers. “This move for free trade was long 
overdue,” says Sayeed, speaking from 
Karachi. “Without this, we run the risk 
of falling behind the rest of the world.” 

Pakistani government officials also 
say that, despite the recent attacks on 
Musharraf’s life, brightening economic 
prospects have allowed him to push for- 
ward with economic reform. Last month, 
Islamabad completed its largest privati- 
zation ever, selling a controlling stake 
in Habib Bank to the investment arm 
of the Aga Khan Foundation for $400 
million. Pakistan's privatization minister, 
Hafeez Shaikh, told the Review that the 


MORE GOOD NEWS FOR INVESTORS 


International investors in India welcomed news of peace talks between Islamabad 
and New Delhi, saying the warming of relations between the two neighbours 
reinforces their already bullish outlook for 2004. “The level of tension has never 
been this low,” says Jon Thorn, manager of the $65 million India Capital Fund. 
“With that portion of the geopolitical risk taken out of the picture, India must 
become a more attractive investment.” 

International investor interest in India is already high: The Mumbai stock 
market took off last year, returning 80% in dollar terms. With economic growth 
projected to approach China’s rates over the coming years, and deregulation and 
privatization accelerating, many institutional investors are now looking at allocat- 


ing assets to India for the first time. 


“Globally there is a lot of excess liquidity trying to find a home,” says 
Tathagata Ghose, an economist at investment bank Dresdner Kleinwort Wasser- 
stein in London. With India set to benefit from global trends toward outsourcing, 
some of that spare cash is likely to find a place in the Mumbai market. 

“Rising foreign investment is almost certain over the next year or so in India,” 


he predicts. 


Tom Holland 
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prospects for his programme are strong as Islamabad 
prepares to divest stakes in state-owned energy, insur- 
ance and utilities companies. “The overall law-and-order 
situation is improving,” Hafeez says. “People who are 
doing business here say they don’t see risk as over- 
whelming anymore.” 

Are they forgetting Kashmir? This is one issue that 
could still stop diplomatic momentum. Pakistani officials 
stressed this week that no normalization of relations 
with India is possible until Kashmir is addressed. And 
many Indian diplomats say they are sceptical that Mushar- 
raf can really give ground on Kashmir, given that his 
own political position in Pakistan is under attack. It is 
no less a problem for Vajpayee, though his aides say that 
he is committed to normalizing ties with Pakistan as a way 
to solidify his legacy. When announcing peace overtures 
towards Pakistani last April, the Indian leader said it was 
his final attempt at peace. 

Indian officials say that Vajpayee’s peace overtures fit 
into his longer-term vision—perhaps copying the Tai- 
wan strategy employed by China—of sidelining territorial 
disputes to focus on the economy. India and China made 
historic steps last year toward resolving joint claims on 
their shared Himalayan border. One result has been a 
surge in India-China trade. Indeed, India’s Commerce 
Ministry says trade between the two countries could grow 
to $10 billion during the next fiscal year from just over 
$2 billion five years ago. 

New Delhi hopes that a similar formula can work with 
Pakistan, according to officials close to Vajpayee. Already 
this year, India has championed a sharp increase in cul- 
tural and sporting exchanges as a means to promote 
détente between the two countries. On January 4, Vajpayee 
said growing trade could help solidify this improving rela- 
tionship. “The development of greater economic stakes in 
each other would naturally result in a greater sensitivity to 
the concerns of each other,” he said. = 

Joanna Slater in Mumbai contributed to this article 


ONE OF ASIA’S BEST 

Indian stocks generated spectacular returns 
for investors in 2003 
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JAPAN 


Marching On To 


-A New Role 


Troops will soon set off for Iraq, the latest in a 


series of changes that have boosted Japan’s fighting 


-strength and raised its military profile 


By Sebastian Moffett and Martin Fackler/Toxyo with 
Gordon Fairclough/Srou1 and Charles Hutzler/BEJING 


WHEN TAKANORI NAGAI prepared to become the first Japan- 
ese soldier to be involved in combat since World War II, his 
country’s post-war military customs left him at a disadvantage. 
Nagai was guarding a bridge in post-civil war Cambodia in 
1993 as part of a United Nations peacekeeping operation. He 
saw five armed men speeding toward him on motorbikes. 
When Nagai ordered them to stop, the leader brandished 
his AK-47. He revved up his bike, and shouted at Nagai to 
let him cross. The other men began laughing. 

Nagai, then 22, understood why: Anyone could see there 
was no magazine in his rifle. Standard practice in Japan's Self- 


Defence Forces was to carry guns unloaded. “I felt my blad- 


-der weakening,” remembers Nagai today. Then he took action: 
He lifted the radio microphone hanging around his neck. 
“Request permission to load magazine in gun,” he said. 

An officer first told him to wait, and after at least a minute 
replied: “Permission granted.” Nagai pulled the magazine out 
of his pocket and inserted it into his rifle. Only after that 
did the men stop laughing. 

Nagai had found himself in the middle of Japan's defence 
conundrum. Japan renounced war after its 1945 defeat and 
its constitution forbids it from possessing a military. But its 
status as an economic superpower and a new sense of vul- 
nerability to the military threat from North Korea have made 
this stance untenable. 

Japan's makeshift solution for the past decade has been to 
make gradual moves away from pacifism while trying to 
appear as unthreatening as possible. This is why Nagai found 
himself in Cambodia with an unloaded gun. Until now, Japan 
has dispatched ground troops only to take part in UN peace- 
keeping operations. When Japan sends up to Goo ground 
troops, now expected to head out in mid-January, to Iraq, it 
will be the first time that such troops will be acting outside 
the framework of the UN. 

Japanese troops headed for Iraq will likely have looser rules 
on weapons use than Nagai did. The government says that its 
troops will limit their work to relief operations, and work only 
in areas where combat is not taking place. But in a country 
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where foreign forces are plagued by guerrilla attacks, that 
might be difficult, even if the Japanese troops are protected 
by soldiers from other countries. 

The Iraq mission is the latest in a series of incremental 
moves from the early 1990s that have boosted Japan's fight- 
ing strength and raised its profile in international military 
operations. Tokyo is adding powerful new weapons that give 
its forces greater range and appear to stretch the capabili- 
ties of its forces beyond mere defence. It is jointly developing 
a ballistic-missile shield with the United States and is plan- 
ning to build what some analysts are calling Japan's first air- 
craft carriers since World War II. 

So far, Asian neighbours that Japan colonized or invaded 
in the first half of the 20th century have protested little over 
the moves. Partly, that’s because of closer ties and recent Japan- 
ese diplomatic efforts. Japan has sent envoys to reassure 
Beijing after controversial decisions, like the recent one to 
develop a ballistic-missile-defence shield. 

But it’s also because Japan looks less threatening than 
before. While Japan's economy stagnated over the past decade, 
its participation in UN peacekeeping operations has failed 
to precipitate strident militarism. In 1995, Japan considered 
developing its own nuclear arsenal to counter the North 
Korean threat, but concluded that this would cause too great 
a disturbance in the rest of Asia. 

“As long as Japan is in the security alliance with the U.S., 
people aren't seriously scared or fearful of Japan's military 
capability,” says Song Young Sun of the Centre for Security 
and Strategy at the Korean Institute for Defence Analyses. 

The expansion dates approximately from the Gulf War 
in 1991. Japan contributed $13 billion but no troops to that 
war, and then-U.S. Secretary of State James Baker criticized 
Japan's “chequebook diplomacy.” Japan depends for its secu- 


JAPAN’S STATUS AS AN ECONOMIC POWER 
AND A NEW VULNERABILITY HAVE MADE 
A PURELY PACIFIST STANCE UNTENABLE 


rity on a defence alliance with the U.S., and reacted by legis- 
lating to allow its forces to participate in UN peacekeeping 
operations. Now, in contrast to 1991, Japan's Iraq operations 
will have “enormous symbolic effect,” Howard Baker, the U.S. 
ambassador to Japan, said recently. 

Japan has also been acting in the face of new dangers 
to its security. The terrorist network Al Qaeda has report- 
edly threatened to attack Tokyo if Japanese troops go to Iraq. 
One recent report, in the Yomiuri Shimbun, says that Japan 
plans to enlist more troops in the future to cope with the 
growing terrorist threat, while cutting back on tanks and 
other heavy equipment for fighting a Cold War-era Soviet 
ground invasion. 

With Japanese businesses and assets now spread over the 
world, the country’s prosperity depends more than ever on 
maintaining its security. “You can't have economic growth 
while there is war,” says Setsuzo Kohsaka, chairman of a con- 
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FLEET REVIEW: Prime Minister Junichiro Koizumi salutes the Maritime Self-Defence Force 


stitutional-reform discussion group in the Japan Associa- 
tion of Corporate Executives. “The Japanese public’s con- 
sciousness has evolved recently.” 

Perhaps the biggest reason for the expansion is fear of 
North Korea. During the Cold War, the country was shielded 
by the U.S. nuclear umbrella. But Japan now feels vulnerable 
to attack from across the Sea of Japan: North Korea lobbed a 
missile over Japan in 1998, and revealed last year that it had 
been developing nuclear weapons and abducting Japanese. 

North Korean leader Kim Jong II's nuclear programme, spy 
network and rumoured booze-and-girls lifestyle have pro- 
vided fodder for Japanese TV, raising dramatically public con- 
sciousness of the threat. Japanese maritime authorities have 
clashed several times in the past few years with North Korean 
vessels they suspect of spying. A 1999 incident prompted 
Japan's first few steps towards developing special forces. The 
Self-Defence Forces in 2000 created a regiment, made highly 
mobile by helicopters, that has been training to fight com- 
mandos of the sort that North Korea might use to attack. 

The SDF now has 148,000 ground troops, 140 ships 
and 480 aircraft, and Tokyo is increasing its ability to deploy 
forces beyond its own shores. Japan has not possessed aircraft 
carriers, regarded as part of an offensive capability, since World 
War II. But in 2000, the Defence Agency unveiled plans for 
two new helicopter carriers, one due for completion by 2008. 
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The latest design includes a single, open flight deck, two large 
elevators and a bridge pushed to starboard—the distinctive 
design of an aircraft carrier. 

Though the ships will not be able to handle most fixed- 
wing jets, they will be Japan's largest warships, providing 
the ability to mount helicopter operations from foreign waters. 
The Japanese military says they’re not aircraft carriers. But 
at 13,500 tonnes, the new ships will be larger than some other 
nations’ aircraft carriers and will have the same capabilities, 
say experts. “It’s seen as a step along the path to a full-blown 
aircraft carrier,” says Robert Karniol, Asia-Pacific editor at 


Jane’s Defence Weekly. 


Japan's progress could turn it into a military power to be 
reckoned with in Asia, acting as a potential counterweight 
to China’s rising power. But with the exception of North Korea, 
Asian countries have made surprisingly little protest. China’s 
relations with Japan have been strained since World War II. 
Japan occupied much of China from the 1930s until the 
end of that war, and Communist Party propagandists have 
used school textbooks, films and other media to keep those 
memories alive in the public mind. Even during the 1990s, 
China’s security establishment still saw Japan as a threat 
potentially as great as the U.S. Recently, Prime Minister 
Junichiro Koizumi's trips to Yasukuni Shrine, which com- 
memorates war criminals among other Japanese who > 
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died as a result of World War II and other conflicts, have 
provoked regular protests from Beijing. 

This has contributed to simmering anger at Japan from 
the Chinese public as well. In one recent instance, Toyota was 
forced to withdraw advertisements for sport utility vehicles 
on Chinese television after viewers complained they implied 
Chinese inferiority. One showed a Toyota Land Cruiser pulling 
a Chinese military truck. 

But President Hu Jintao has tried to improve ties with 
Japan since he became China’s leader a year ago. In Octo- 
ber, he met Koizumi on the sidelines of a regional economic 
forum and agreed to revive a moribund committee of experts 
to advise the governments on how to move forward. 

The Chinese outreach is rooted in confidence in China’s 
economic clout and a belief that Japan can serve as a useful 
source of investment and markets. Several influential Chi- 
nese commentators have written provocative articles this year 
calling for a more mature relationship between the Asian pow- 
ers. Studies commissioned by the leadership show the per- 
ception that for the near future, Japan is too fixated on economic 
problems to become militarily aggressive. As a result, China’s 
reaction to Japan's plan to send troops to Iraq was muted. 

“If the two governments work together, we can at least pre- 
vent relations from deteriorating.” says Yan Xuetong, an inter- 
national security expert at Tsinghua University in Beijing. 

In Seoul, too, criticism of the troops’ mission has been 
outweighed by a new equanimity towards the country that 
colonized the Korean Peninsula in 1910-45. A December edi- 


IN JAPAN’S ARSENAL 


Type 50 Battle Tank 


Built by Mitsubishi Heavy Industries, this tank is said by 
experts to rival Germany’s feared Leopard tank. 


WEIGHT: 50 tonnes 
TOP SPEED: 70 kilometres per hour 
MAIN GUN: German-built 120-millimetre smooth-bore 
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IN JAPAN’S ARSENAL 


F-2 Fighter/ Bomber 


A modified version of the U.S. F-16, Mitsubishi’s F-2 is 
one of the first fighters in the world with advanced phased- 
array radar. But it lacks the stealth technology featured in 
other new warplanes like the U.S. F-22. 


COMBAT RADIUS: 835 kilometres 

MAXIMUM SPEED: 2,125 kilometres per hour 
PAYLOAD: Japanese air-to-air missiles; U.S.-made Harpoon 
anti-ship missiles; conventional and guided bombs 





torial in the left-leaning Hankyoreh newspaper gave the tradi- 
tional view of Japan, lambasting the Korean government for 
its “shameful mistake in accepting Japan's rearmament.” 
But political scandals and economic troubles at home have 
diverted public attention from traditional fear and rivalry 
towards Japan. And Korea has looked to its neighbour less as 
an economic model after the late 1990s financial crisis. Mean- 
while, the co-hosting of the 2002 soccer World Cup boosted 
relations, and South Korea lifted bans on Japanese films, 
pop music and video games from January 1. 

Even if South Koreans were worried by Japan, they could 
probably do little but complain. “If they want to be a normal 
state, what we can do is kind of limited,” says Lee Myon Woo, 
a Japan expert at the Sejong Institute, an international affairs 
think-tank outside Seoul. 

The Japanese themselves are wary of an increased mili- 
tary role, but seem to feel it is unavoidable. Though Japan- 
ese youth do not have their grandparents’ memories of the 
horrors of war and humiliation of defeat, schools do their best 
to make up for this. Most Japanese schoolchildren must study 
the atomic-bomb attacks on Hiroshima and Nagasaki in 1945, 
and Hiroshima’s Peace Park, with its centrepiece burnt-out 
dome marking ground zero, is a common destination for 
school trips. When respondents to a 2003 government sur- 
vey were asked what they would do if the country was attacked 
from abroad, only 5.8% chose the reply, “Join the Self-Defence 
Forces and fight.” More—7.7%—chose, “I would not resist at 
all.” The levels of these responses have changed little over the 
past 20 years. Polls show the public mostly oppose sending 
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troops to Iraq, fearing that a Japanese soldier could kill or 
be killed for the first time since World War II. 

But protests have been small, and many Japanese feel the 
country needs to do more to protect itself and contribute to 
international security. “Japan should make international con- 
tributions,” says bank worker Takashi Usami, 43. “But because 
there is the [anti-war constitution], Japan should do it in a cau- 
tious fashion.” 

More Japanese are now calling for the constitution to be 
revised: 42% of Japanese polled by the Yomiuri Shimbun last 
April wanted to change Article 9, which renounces the right 
to wage war. At the November 9 general election, parties defend- 
ing the constitution lost seats. Study groups on constitutional 
revision have appeared in parliament and even in business 
groups. In July, a special committee of Koizumis Liberal Demo- 
cratic Party recommended renaming the SDF a “Self-Defence 
Army” and rewriting the constitution to allow participation in 
non-UN multilateral peacekeeping operations. 

Even the main opposition group, the Democratic Party 
of Japan, which argued against sending troops to Iraq, wants 
a revision. “There’s a national consensus to change the con- 
stitution,” says DPJ lawmaker Satsuki Eda, a member of 
parliament’s Research Commission on the Constitution. 
“Things have changed a lot since it was written.” = 

Miho Inada in Tokyo contributed to this article 


IN JAPAN’S ARSENAL 


Usumi-Class Transport Ship 


Japan’s three Osumi-class ships, built by Mitsui Engi- 
neering & Shipbuilding and Hitachi Zosen Corp, have joined 
the fleet in the past six years. They are essentially smaller 
versions of the helicopter-carrying assault ships used by 
the U.S. Navy to land marines. The stern opens to launch 
hovercraft that can carry troops or tanks ashore. 


LENGTH: 178 metres 

WEIGHT: 8,900 tonnes 

CREW: 152 

CAPACITY: 3 helicopters; up to 1,000 troops or 
10 Type 90 tanks 
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AUSTRALIA 


A Leadership 


Fight Shapes Up 


Challenging John Howard for the prime minister’s 
job this year is a colourful young idealist who 
wants to speak for the common man 


By Rowan Callick/MELBOURNE 


AUSTRALIA’S LEADER, John Howard, dubbed a “man of steel” 
by United States President George W. Bush, has a fight on his 
hands. The opposition Australian Labor Party, which lost its 
way and its national support as the country’s economy boomed 
and as the world began to appear a more threatening place, 
in December chose a new, young leader—42-year-old Mark 
Latham, a man best known for his strong, direct language and 
his appetite for a scuffle. 

Since the last Labor prime minister, Paul Keating, lost 
his job to Howard in 1996, the party has remained within 
reach of the governing coalition. All six Australian states and 
two territories have Labor governments. But former party 
leader Simon Crean consistently landed well behind Howard 





NEW SOBRIETY: 
When Latham took 
over the Labor Party 
he vowed to tone 
down his language 








in the polls as preferred prime minister. Early in December, 
Labor MPs decided it was time for a generational change. 
Latham won by a narrow margin over former party leader 
Kim Beazley, a former defence minister who has lost to 
Howard before. 

Two weeks later, a poll asking voters who they’d prefer 
as prime minister gave Latham the best ratings for an oppo- 
sition leader since Beazley stepped down two years ago. 
Latham’s rating leapt from 14% to 31% while Howard’s 
standing dropped 19 percentage points to 46%. On the party 
level, the poll found Howard's coalition preferred over Labor 
by 51% to 49%. 

With a general election expected in October, Howard has 
made national security central to his re-election platform. The 
issue has topped the agenda since the September 11, 2001, ter- 
rorist attacks in the United States and the October 2002 bomb- 
ings in Bali, the latter killing 88 Australians among a total of 
202 dead. And Howard’s tough talk on keeping out illegal 
immigrants seems to strike a chord with the electorate. 

Latham's appeal comes from a different source. He repre- 
sents Werriwa, the same working-class constituency in the Syd- 
ney suburbs as his hero and patron, the iconic former Prime 
Minister Gough Whitlam. He is known as a purveyor of an Aus- 
tralian version of British Labour leader Tony Blair’s Third 
Way, between laissez-faire capitalism and socialism. 

Apart from some part-time barkeeping, Latham’s working 
life, since graduating in economics from Sydney University, 
has been in politics, first as a staffer and researcher, then as 
mayor of Liverpool, in suburban Sydney. Since he was elected 
to parliament in 1994 he has written three books pursuing 
the Third Way theme. The books champion the middle class— 
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what Latham calls the “aspirational” class, the majority of Aus- 
tralians, who live in middle and outer suburbs of big cities 
and aspire to be better off. 

Then, around the start of the new century, Latham 
appeared, in the words of his mentor Paul Keating, to “throw 
the switch to vaudeville.” His language became more colour- 
ful, his behaviour more edgy. In July 2001 he made headlines 
by breaking the arm of a Sydney taxi driver during an argu- 
ment late one evening. He became more talked about, though 
even in discussions about leadership of his party he was 
usually assumed to become a potential contender only after 
the next national election. 

Latham’s novelty may work to his 
immediate advantage, according to ana- 
lysts. Labor’s last two leaders, Crean 
and Beazley, were political veterans 
whose fathers were also Labor stal- 
warts. “Latham’s a fresh face, that’s the 
most important thing going for him,” 
says Sydney Morning Herald political 
commentator Geoff Kitney. “People are 
interested in him.” 

In his new job, Latham has prom- 
ised to tone down his language and 
keep his fiery temper in check. Since 
winning, he has appeared in a foot- 
ball jersey and read stories to children. 
But his supporters are hoping he will 
keep his energy and his appetite for the 
fierce struggle needed to wrest power 
from Howard. 

Latham has been little known out- 
side Sydney, and has already started a 
gruelling schedule of travelling around 
the vast country to introduce himself. 
The big challenge for him will be to dif- 
ferentiate himself from Howard at a 
time when the economy is booming and, security apart, there 
are no major problems facing the government. 

Like the prime minister, Latham is an economic ratio- 
nalist. Like Howard, he has opposed illegal immigration 
and people-smuggling, though he attempted to soften his 
stance after becoming Labor leader with a call for the release 
of all children held in detention centres before Christmas— 
a call the government ignored. 


ar 


WINNING OVER THE MIDDLE CLASS 
Labor hopes that the middle class, once natural Labor sup- 
porters who have been steadily seduced by Howard, will 
look to Latham, who has accused the Howard government 
of “knocking incentive in Australia as flat as a tack.” 
Latham has even floated—courageously, for a Labor politi- 
cian—the idea of cutting the top tax rate of 48.5%, which is 
paid by almost a fifth of all Australian workers. But he must 
first convince his Labor colleagues that his ideas do not betray 
the party’s long-held platform of egalitarian values. 
At the same time, given the heavy weighting that, accord- 
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“YES-MAN”: Critics say Howard is Bush’s puppet 


ing to polls, Australian voters are giving security issues, he 
needs to prove his capacity to handle international issues with 
aplomb as well. 

Labor opposed Australia’s commitment of forces as part 
of the “coalition of the willing” during the Iraq War, while 
Latham has told parliament that United States President 
George W. Bush was “the most incompetent and dangerous 
president in living memory.” 

Attacks on Howard’s support of the U.S. have made lit- 
tle electoral impact on the prime minister, but have earned 
Latham some support. “The prime minister has forgotten how 
to be a good Australian, instead of some yes-man to a flaky 
and dangerous American president,” 
Latham said in a parliamentary speech 
last February. 

However, anti-Americanism is a 
double-edged sword in Australia. His- 
tory demonstrates how hard it is for 
an Australian party to get elected if it 
is perceived as over-critical of the 
country’s military alliance with the 
U.S., which has been Australia’s 
strategic rock since American forces 
came to Australia’s defence against 
Japan in World War II. That’s why, 
when Latham took over the Labor 
Party leadership, he immediately took 
the controversial step of speaking at a 
press conference with the American 
flag behind him. 

Howard, as prime minister, has had 
better photo opportunities to underline 
his statesmanship. In November he 
hosted simultaneous visits to Australia 
by Bush and China’s President Hu Jin- 
tao. He has effectively hitched Aus- 
tralia’s future to the U.S. and China. He 
has visited China four times as prime minister. Negotiations 
leading towards a free-trade agreement with the U.S. are due 
for completion within weeks, and pre-negotiations towards 
such a pact with China start in Sydney this month. 

Latham, on the other hand, has done little travelling abroad, 
and his only experience in the Asia-Pacific region has com- 
prised two official visits to China. He therefore has some catch- 
ing up to do. But Howard and Keating both had reputations as 
Asiaphobes before becoming prime minister. 

Reinventing oneself can be hazardous even at 42. When 
Latham won the Labor leadership he stressed his family 
credentials by having his mother, wife and young sons pres- 
ent. This bothered his first wife, who responded publicly that 
her ex-husband was demanding and sexist. 

Such reports may not pose a problem for Latham. Bob 
Hawke was known as a drinker and womanizer until he 
became Labor’s leader and went on to become a successful 
prime minister. Australian voters have a history of putting 
such personal issues to one side. = 

David Lague in Hong Kong contributed to this article 
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Another Way to Fight Terrorism 


By Shashi Tharoor 


The writer is United Nations under-secretary-general for 
communications and public information 


Three years ago at the United Nations, the largest gathering 
of heads of state and government in history adopted what was 
called the “Millennium Declaration’—a soaring vision of a bet- 
ter world in the 21st century. The declaration included a series 
of development goals to be achieved by 2015. But in a recent 
report, Secretary-General Kofi Annan has expressed “grave 
doubts” governments are “sufficiently determined” to imple- 
ment the promises they made in 2000. He has called on world 
leaders to reform and revive the international system. 

One area of particular interest to Asia lies in Annans 
fear that the world may retreat from the progress it has made 
in human rights and democracy. Human rights, after all, have 
been threatened both by terrorism and by the methods that 
some states are using to combat it. 

Asian governments have learned in recent years that one 
way to eliminate frustration and anger in their societies is 
through promoting the growth of democracy and the rule of 
law. In democratic societies there are road maps for nonvio- 
lent dissent. Power relations between ethnic and religious 
groups and the state are mediated, and there are mechanisms 
(however imperfect) to obtain justice. Democratic systems offer 
hope for change without the need for violence. 


“Tf a state can’t offer its people hope for a better life 
for their children, how can we expect those people or 


those children to resist the blandishments of terror? yy 


Terrorism threatens democracies and autocracies alike. But 
just as we make the world a smaller and less secure place for 
terrorism’s pyromaniacs, we must make it a less friendly and 
less receptive place for those regimes that repress their citizens, 
and thereby fuel the fire. The UN has increasingly been at 
the forefront of the promulgation and promotion of democracy, 
good governance and human rights—and as these have become 
international norms, the number of UN members that are auto- 
cratic regimes has dwindled. Of course, democracy must come 
from within; it cannot be imposed from outside. But it can be 
encouraged and supported. Democracies are not immune to 
terrorism, but their capacity to resist it is stronger. 

What leads surprisingly large numbers of young people 
to follow the desperate course set for them by fanatics? A sense 
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of oppression, of humiliation, of marginalization, 
can give rise to extremism. In 1962, the now all- 
but-forgotten UN Secretary-General U Thant 
warned that an explosion of violence could occur as 
a result of the sense of injustice felt by those liv- 
ing in poverty and despair in a world of plenty. Some 
2,600 people died tragically in the World Trade Cen- 
tre on September 11, 2001. But some 26,000 peo- 
ple also died that day around the world—from star- 
vation, unclean water and preventable diseases. 
“Ifhuman beings everywhere,” Annan wrote, “were 
given real hope of achieving self-respect and a decent 
life by peaceful methods, terrorists would become 
harder to recruit and would receive less sympathy 
and support from society at large.” 

But that is, of course, not all. If a state can't 
even offer its people hope for a better life for their 
children—by providing basic education—how can 
we expect those people or children to resist the blan- 
dishments of terror? Indeed, it is ironic that those 
who decry this argument as shamefully justifying 
terrorism are also the same ones who, rightly, call 
attention to the Islamic religious schools, or madras- 
sas, as incubators of terrorism. Yet the madrassas 
often are the only source of nurture and “education” 
for many children who have no other source of 
knowledge; who learn not science or mathematics 
at these schools, but rather only a creed of the Koran 
and the Kalashnikov—the Koran crudely inter- 
preted, the Kalashnikov crudely made. 

If terrorism is to be tackled and ended, we will 
also have to attack the ignorance that sustains it. 
We must encourage a liberal, free-thinking edu- 
cation that opens minds rather than closes them. 
We must take a stance of respect and humility in 
our approaches to others, to strive for inclusiveness 
rather than marginalization. And we must press 
governments to ensure that in attacking terror, 
the cure does not become worse than the disease. 
The worry is that in many countries human rights 
have become the “collateral damage” of the war 
on terrorism—in particular the presumption of 
innocence, freedom from arbitrary detention, due 
process. These constitute the very fabric of demo- 
cratic governance that rests on the rule of law. Ifthe 
first casualty of war is truth, the first casualty of the 
war against terrorism has been tolerance. 

Building human-rights safeguards into 
counter-terrorist strategies has never looked more 
essential. As Annan has said, those who would sac- 
rifice their liberty to gain security usually end up 
losing both security and liberty. = 
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Win a Fellowship to Study 
Business Journalism in New York 





A Unique Opportunity for a Talented Journalist Working in Asia 


The Wall Street Journal, in association with New York 
University, is sponsoring a fellowship for a talented 
journalist currently working in Asia. The successful 
candidate will enter a 16 month graduate master's 
program in Business and Economic Reporting at 
New York University's Department of Journalism. The 
fellowship will cover most of the tuition fees and a 
stipend towards living costs.* 


Eligibility 

To qualify you should have a minimum of three years’ 
experience in print and/or online journalism, including 
at least one year working for an English-language 
publication/service. You should currently be working 
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a four-year undergraduate program or equivalent. 
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following topics: 
e why do you think business journalism matters in Asia. 
e what you expect to gain from the NYU program and 
what you think you can contribute to it. 
e how your background, experiences and interests 
inform what you want to do as a journalist. 
e what role you expect to play in the region 
after graduation. 
Please also include a one-page resume detailing 
your education and work experience, plus copies 
of three articles written by you published in English. 


Closing deadline for entries is Jan 31,2004 
For full entry details and conditions, please visit 
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Beijing Pumps $45 Billion 
Into Banks 


In the first step of a new drive to prepare debt-laden 
state-run banks for stockmarket listings by cleaning 
up their books, Beijing injected a total of $45 billion 
from its swollen foreign-exchange reserves into the 
Bank of China and China Construction Bank. The 
move will reduce bad-debt ratios for the two banks, 
first in line among the Big Four state-owned banks 
for overseas stock offerings—expected to be China’s 
biggest. In 1998, the state injected $33 billion into 
the Big Four. A year later, regulators carved out 
$170 billion in bad debts from them and put the 
debts in four asset-management companies in 
exchange for government bonds. The mechanism 
this time involved the funds being split evenly and 
shifted to the banks by a new company, Central Huijin 
Investment, set up to manage the process, which 
analysts said apparently 
amounted to loans that 


4 () AA £5 = would be exchanged for 


equity later. The $45 
BANK OF CHINA billion was a tenth of 


China’s foreign- 
exchange reserves and 
will stay in dollars, 
mostly in U.S. treasur- 
ies, officials said. 


NEW BLOOD: Bank of China branch 






REGULATOR SEIZES SHENZHEN-BASED BROKERAGE __ 


In a tough warning to troubled brokerages, the stockmarket regulator took 
control of Shenzhen-based China Southern Securities, citing mismanage- 
ment at China’s fifth-largest brokerage. A notice from the China Securities 


Regulatory Commission and the Shenzhen government pledged its business 
operations would not be disrupted. But analysts said the firm needed a cash 
infusion to stay afloat. Hong Kong’s Beijing-backed Wen Wei Po newspaper 
said the government could inject 8 billion renminbi ($966.5 million) to help 


save up to 3,000 jobs. At least seven Chinese listed companies warned of 
possible losses from their investments with China Southern Securities. 
But, reflecting apparent confidence in the state’s response, stockmarkets 


shrugged off news of the takeover. The Shanghai Composite Index rose 51.16 


points on January 7, or 3.4%, to 1,568.35—its highest level since last June. 
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ENERGY 


Officials said Beijing was 
expected to approve a 
plan in January to build 
four oil-tank farms in the 
east, moving toward 
creating a national 
strategic reserve. The 
farms will cost 10 billion 
renminbi ($1.2 billion) and 
will have a capacity of 16 
million cubic metres. The 
official People’s Daily, 
meanwhile, said output in 
China’s top oilfield, 
Daqing, fell 3.5% year on 
year to 48.4 million 
tonnes in 2003, the 
lowest in nearly 30 years. 


BEVERAGES 


Japan’s leading beer 
maker, Asahi Breweries, 
said it would invest 
$384.8 million with 
Japanese trading firm 
Itochu Corp. to set up a 
beverage joint venture 
with Tingyi—one of China’s 
largest food-and-drink 
companies. Asahi said it 
and Itochu would buy 50% 
of the drinks venture for 
half its equity value. 


HUMAN RIGHTS 


A Beijing court sentenced 
a Taiwan-born American 
and a Chinese-born New 





MORE THAN 400,000 new 
cars were sold in Beijing ir 
2003, adding to jams in th 
world’s fastest-growing ca 
market. The Xinhua news 
agency said 407,649 new 
cars in Beijing comprised i 
56.6% increase over 2002 
Volkswagen and General 
Motors, the top foreign ca 
makers in China, mean- 
while, said they achieved 
sales growth of over 40% i 
2003. Also, China’s FAW 
Xiali posted a near-33% ris 
in 2003 sales from its join 
venture with Japan’s Toyot 


Zealander to up to five 
years in jail on charges 
of plotting to explode 
balloons by remote 
control above Tiananmen 
Square and scatter pro- 
democracy leaflets. The 
court said both should be 
deported, but it was not 
clear whether this would 
happen before or after 
serving their sentences. 


IPO 


Consumer electronics 
and mobile-phone maker 
TCL said it expected to 
raise at least 2.51 billion 
renminbi ($303.3 million) 
in an initial public offer- 
ing—the first in China to 
involve a share-swapping 
deal with the company’s 
already-listed subsidiary. 
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Analysts said the IPO 
gave Beijing a new option 
for restructuring state- 
owned firms. 


The fall in the U.S. dollar 
last year greatly improved 
Hong Kong’s competitive- 
ness in terms of office 
rents, thanks to the Hong 
Kong dollar’s peg to the 
U.S. currency, property 
consultant DTZ Deben- 
ham Tie Leung said. In a 
global survey, Hong Kong 
fell to the 17th-most- 
costly business location 
at the end of 2003 from 
ninth place a year earlier. 


TAXES 


Tax revenues rose 20.3% 
in 2003 to 2.05 trillion 
renminbi ($248 billion), 
state media said. Tax 
revenue exceeded the 
2-trillion-renminbi mark 
for the first time in 2003 
after passing 1 trillion in 
1999, the report said. 


GAS 


Investigators found 
mistakes by workers and 
negligence by gas-field 
developers caused a toxic 
cloud to erupt from a 
natural-gas well on 
December 23, killing 243 
people. State media said 
a State Council team 
found the disaster 
northeast of the city of 
Chongqing “was caused 
by numerous acts of 
workplace negligence.” 


Shanghai's 430 kilome- 
tres per hour magnetic- 
levitation train launched 
its commercial service a 
year-and-a-half after its 
maiden run. The 
30-kilometre ride to 
Pudong International 
Airport takes just over 
seven minutes. The price 
of an economy seat is 
75 renminbi ($9), 

while VIP seats cost 

150 renminbi. 


IN BUSINESS: The maglev in Shanghai 
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An Indian spokesman 
said China had assured 
India that it would not 
give refuge to Indian 
insurgents on the run 
after a crackdown by 
the Bhutanese army. 
The United Liberation 
Front of Asom, a rebel 
group in northeastern 
India’s Assam state 
fighting for a separate 
homeland, said it had 
written a letter to the 
Chinese government 
appealing for food 

aid and shelter after 
their bases in Bhutan 
were overrun. 


ERRORS: Relatives cry over the dead in a gas disaster 
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FOREIGNERS GET CREDIT-CARD FOOTHOLD 
The world’s two largest banks by market value—Citibank of the United 
States and Britain’s HSBC Holdings—became the first foreign banks 
to gain a foothold in the credit-card business in China. The Bank 
of Shanghai, in which HSBC owns an 8% stake, and Shanghai Pudong 
Development Bank won approval to issue credit cards to Chinese 
customers, their foreign partners said in a statement. The involve- 
ment of HSBC and Citigroup unit Citibank, which owns a 4.62% stake 
in Pudong Bank, would be limited to technical and management 
advice, the foreign banks said. Nor would they yet be able to profit 
from the fees associated with issuing credit cards. China will only 
open its retail-banking sector to foreign banks in 2007. 


CHINA PUTS SURPLUS AT HALF U.S. LEVEL 
Beijing estimates that the country’s trade surplus with the United 
States widened to $53.2 billion in the first 11months of 2003— 
less than half the amount cited by Washington. Official figures show 
that the surplus grew even as China’s two-way trade with the U.S. 
increased 29.3% in the same period to $113.8 billion. China says 
America is its second-largest trading partner after Japan. Wash- 
ington holds that the U.S. trade deficit with China will be some $120 
billion for 2003. The U.S. figures include Chinese exports shipped 
to America via Hong Kong. Such goods are excluded from Bei- 
jing’s calculations. Hong Kong is Chinese territory, but Beijing treats 
it as a foreign region for trade and customs purposes. Among 
other countries, China’s two-way trade with Japan rose 30.6% in the 
first 11 months of 2003 to $119.9 billion. 


TARIFFS CUT IN 2004 IN LINE WITH WTO 
Beijing’s Customs General Administration reduced the average 
tariff rate on imports to 10.4% from 11% from January 1 in line 
with commitments made to the World Trade Organization when 
China joined it in December 2001. China trimmed tariffs on 2,414 
import categories with most-favoured-nation tariff rates, resulting 
in the lower average rate, the administration said. The number of 
taxable import categories has been raised to 7,475, from 7,445 in 
2003, the notice said. China would continue to impose import 
quotas on 10 agricultural products, it added. 


HONG KONG PLANS LIMITED LAND SALES 
Hong Kong’s government drew up a new land-sale programme to be 
announced in January after a 13-month break. It is unlikely to please 
all the city’s developers when it gives details of the resumed sales, 
but strong demand at the first auction appears assured. During 
the freeze, property prices hit bottom and are down about 60% from 
their 1997 peak. The government suspended land sales during 
November 2002 to shore up property prices. Such sales only will 
come from the government’s application lista system whereby a 
site is put up for auction or tender only when a developer agrees 
before the sale to pay a minimum transaction price for the property. 
“The government hopes that the system will facilitate the steady 
development of the property market by making land available only 
in response to market demand,” a government spokesman said. 


Elsewhere in the Review: 


Mao Zedong Is Long Dead, But His Body Lives On (page 57) 
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Honc KONG 


Democracy 


Tolls for Tung MS. 


The first demonstration of the year helps to bury Hong Kong’s old 
reputation for political apathy. Now, unless the government 

clearly embraces the goal of full democracy, it could face a humiliating 
defeat at Legislative Council elections in September 


A STEREOTYPE is crumbling in Hong 
Kong, and is transforming the political 
landscape. For the political elite in Hong 
Kong, the formula for stability and har- 
mony was long supposed to be simple: 
Keep the economy rattling along with 
income taxes low and a docile population 
will remain content in their offices, fac- 
tories and shops. So, embattled Hong 
Kong Chief Executive Tung Chee-hwa and 
his political masters in Beijing must have 
been heartened as 2003 drew to a close 
with the local economy showing signs of 
sustained recovery, the stockmarket up 
35% on the year and property prices finally 
beginning to emerge from a deep trough. 

Less than a day into the new year, 
however, and it became clear that the old 


HOT 2004 OPENS 
FOR HONG KONG 


e The first pro-democracy 
protest attracts larger- 
than-expected numbers 


e Beijing bolsters its Hong 
Kong office and security 
and intelligence services 


e The mainland notes it has 
a say in electoral changes 


e Legislative Council elec- 
tions loom in September 





By David Lague/HONG KONG 


formula may no longer apply. On Janu- 
ary I, a crowd of up to 100,000 people 
surged through the streets to demand 
full democracy. 

This protest, following a 500,000- 
strong march on July 1 and several sub- 
sequent smaller demonstrations, shat- 
tered the Hong Kong stereotype of polit- 
ical apathy. “This shows clearly that Hong 
Kong people are very determined to fight 
for full democracy,” says Richard Tsoi, a 
spokesman for the Civil Human Rights 
Front, which organized the January 1 
march and helped coordinate earlier 
protests. Tsoi and other key figures in the 
pro-democracy camp admit to surprise at 
the lasting support for popular protests. 
Earlier, they had predicted a crowd of 
10,000-20,000 on New Year’s Day. With 
the bigger turnout, most political com- 
mentators agree there is a groundswell of 
genuine support for wider democracy, 
despite the improved economic outlook 
in the former British colony. 

For Law Yuk-kai, director of the watch- 
dog Hong Kong Human Rights Monitor, 
the political upheaval that began last July 
Larose because many of the city’s 7 million 
people realize that a lack of democracy has 
inhibited the capacity to tackle serious 
challenges since the 1997 handover. 
These include the protracted economic 
downturn and the outbreak of Severe 
Acute Respiratory Syndrome in 2003. 


RIDICULE: Marchers on 
January 1 display a portrait 
of Tung Chee-hwa that 

dubs his administration a 
“sunset government” 


“People are so frustrated about a range of 
different issues, but at the end of the day 
they have come up with the collective idea 
that it is the system of government that is 
to blame,” Law says. 

If the size of the latest protest sur- 
prised organizers, it is perhaps under- 
standable that Beijing has yet to react to 
this challenge in what is a mounting polit- 
ical crisis. At a time when tension with 
Taiwan is running high ahead of the 
island’s presidential election in March, the 
mainland leadership faces a democracy 
movement that has almost paralyzed the 
Tung administration. Since shelving 
tough new security laws that sparked the 
July 1 protest, Hong Kong’s government 
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has been forced to back down on several 
controversial issues. 


The most significant concessions 
include halting a scheme to reclaim 29 
hectares of Victoria Harbour after a court 
ruling in July against the project and sus- 
pending unpopular plans in December to 
cut university funding. In this climate, 
many analysts doubt there is the will to 
cut spending and raise taxes, measures 
that are crucial if the government is to 
honour its undertaking to rein in a budget 
deficit estimated to reach $10 billion this 
year. “The whole government is crippled. 
It doesn't work,” says opposition Demo- 
cratic Party Chairman Yeung Sum. And 
the democrats are certain to become more 
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combative if their demands for a directly 
elected chief executive in 2007 and a 
directly elected Legislative Council in 
2008 are not met. 

This move to full representative gov- 
ernment is technically possible under the 
Basic Law, Hong Kong’s mini-constitu- 
tion. But changing the method of electing 
the chief executive would require the sup- 
port of a two-thirds majority in the Leg- 
islative Council, the consent of the chief 
executive and the approval of the Stand- 
ing Committee of China’s National Peo- 
ple’s Congress (NPC). Changing the sys- 
tem of electing the Legislative Council 
would require a two-thirds majority of that 
body and the consent of the chief execu- 





tive. This decision must then be reported 
to the NPC. 

A key problem for Beijing is that an 
increasing number of Hong Kong citizens 
believe the political system inherited from 
the British is no longer appropriate. This 
sentiment is particularly strong among 
the young. Talk to almost any group of stu- 
dents and it is difficult to find support for 
the status quo. A Roman Catholic Church 
poll in December of people aged 14-24 
found that about 90% favoured a direct 
election in 2007 for the chief executive 
and almost-94%-wanted to directly elect 
all lay ke iĝ-Zo08,. Polls like this and 
big Aarheuts at public\protests show that 
publi attitudes,have changed dra- >> 


Far-Eastern Economic Review 29 


Mark Ralston/SCMP 


| CHINA 


TUNG’S ADMINISTRATION MUST RELY ON AN ALLIANCE OF PRO-BEIJING 
AND PRO-BUSINESS PARTIES TO PASS ITS LAWS. BUT THAT ALLIANCE HAS 
PARTIALLY BROKEN DOWN AND MAY NOT LAST IF THESE PARTIES 

WANT TO AVOID A DISASTER AT THE LEGISLATIVE COUNCIL ELECTIONS 


Vv 
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matically from the days when a predomi- 
nantly refugee community was content 
with the basic human rights and law and 
order that set Hong Kong apart from the 
mainland. It was in those days that the 
stereotype of political apathy took root. 
Colonial governors could rely on a 
majority of appointed and pro-business 
lawmakers to pass government legisla- 
tion while a powerful civil service han- 
dled day-to-day administration. Even 
though pro-democracy sentiment began 
to take hold in the late 1970s and early 
1980s, the British were never under 
strong public pressure to move to fully 
representative government. “At that time, 
people had much lower expectations of 
the government,” says Yeung. “They 
knew the colonial administration was on 
borrowed time.” When moves did get 
under way to broaden Hong Kong's lim- 
ited electoral system in the final years 
of colonial rule, they were opposed by 
Beijing. In fact, China’s first act on 
resuming sovereignty over Hong Kong 
in 1997 was to wind back changes to the 
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DEJECTED: Tung Chee-hwa returns to his Beijing hotel after meeting President Hu Jintao 


electoral system that had allowed wider 
voter participation. 

However, what had worked for Britain 
is not working for China. “Now, this is our 
government,” says Yeung. “Expectations 
have changed.” Yeung and political com- 
mentators such as Kitty Poon of the Chi- 
nese University of Hong Kong believe one 
of the biggest problems facing Tung and 
his administration is a lack of legitimacy. 
They say Tung, hand-picked by Beijing 
well ahead of the handover, has no popu- 
lar mandate and no longer enjoys strong 
support from any broad-based political 
party or major sector of the community. 

That exposes a serious structural prob- 
lem. Tung’s administration has no vote in 
the Legislative Council, and so must rely 
on an alliance of pro-Beijing and pro- 
business parties to pass its laws. How- 
ever, that alliance has partially broken 
down since the July 1 protest and may not 
last if these parties want to avoid a dis- 
aster at the Legislative Council elections 
in September. In a sign of what may lie 
ahead, the opposition Democratic Party 





won almost 80% of the seats its candi- 
dates contested in district council elec- 
tions in November, dealing a major blow 
to the pro-Beijing Democratic Alliance 
for the Betterment of Hong Kong. 

Making Tung’s position even more dif- 
ficult is that, unlike his fellow unelected 
political leaders in mainland China, he has 
limited power to curb dissent. His oppo- 
nents are free to attack his policies and 
point out shortcomings. He and his offi- 
cials are aggressively questioned in the 
Legislative Council and by a critical mass 
media while his administration is rou- 
tinely challenged in independent courts. 
And, since July 1, the public is clearly ready 
to take to the streets if it feels that the 
government is unresponsive. 

Recent moves to beef up the Hong 
Kong Liaison Office, which represents the 
central government, form a clear sign that 
Beijing is alarmed at the political unrest. 
Two heavyweight deputy directors have 
joined its staff. One, Pang Qinghua, is a 
close ally of Vice-President Zeng Qing- 
hong, the leader assigned to oversee Hong 
Kong affairs after the July 1 protest. Bei- 
jing has also strengthened its security and 
intelligence services in Hong Kong since 
the July 1 march, according to Western 
diplomats and local activists. 

Despite the public pressure, there is 
no sign that Tung’s administration will 
accelerate the public consultations on con- 
stitutional reform that are due to begin 
early this year. “We will act according to 
the principle of gradual and orderly 
progress and have regard to the situa- 
tion in Hong Kong,” said Stephen Lam, 
Hong Kong’s secretary for constitutional 
affairs, on January 2. “It is our intention 
to work closely with all parties concerned 
in the hope of building consensus on the 
way forward.” Most analysts agree that 
one reason for this vague and timid 
response is that Beijing remains deeply 
opposed to anything like the type of 
change demanded by democrats. 

This seemed to be born out when PP 
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THE PEOPLE’S FAVOURITE IN HONG KONG BIDES HER TIME 


Chief Executive Tung Chee-hwa was a chief target of last year’s 
July 1 mass protest that rocked local politics. But pro-democracy 
forces are now bypassing the man hand-picked by Beijing to lead 
Hong Kong after the handover. With Tung, 66, acting as virtually a 
lame duck, the popular debate has switched to who might replace 
him in 2007 and how this new leader could be selected. 

The unanimous view of Hong Kong political analysts is that 
retired Chief Secretary Anson Chan is 
the one candidate who would be 
unbeatable in a free and open election. 
Chan, who celebrates her 64th birthday 
on January 17, was deputy to final 
colonial Governor Chris Patten and 
continued under Tung until resigning in 
January 2001. She has never publicly 
blamed Tung and his supporters for her 
departure, but it is widely accepted 
that she became so frustrated with the 
former shipping magnate that she 
opted to retire two years before her 
contract expired. 

However, most observers believe the 
central government, for the moment at 
least, would object if the strong-minded 
Chan signalled that she wanted to replace 
Tung when his second term expires in 
2007. On the other hand, it is highly 
unlikely that the pro-democracy forces 
will allow Beijing to stage a repeat of the 
procedure used to select Tung, in which a 
committee stacked with pro-Beijing 
members “elected” him before the handover and renewed his 
term unopposed from July 2002. 

Some pro-Beijing figures have called for a direct election for 
the chief executive with the restriction that the public could only 
vote for candidates approved by Beijing. This is scorned by the 
pro-democracy camp. Some veteran analysts of Hong Kong 





ENIGMA: Anson Chan leaves the legislature 


someone much like her if it wants to avoid a crisis in Hong Kong 
that could spill over onto the mainland. 

Chan’s supporters note that she is far from being a radical 
and could work with the Beijing leadership while maintaining the 
trust of Hong Kong people. Chan has always said that Hong Kong 
must bring the Beijing leadership along with any political reform 
in Hong Kong. She knows that the central government fears that 
it could lose control on the mainland if 
Hong Kong became a catalyst for demo- 
cratic upheaval. Chan sees political 
reform in Hong Kong as part of overall 
political change in China. 

Chan refuses to rule out suggestions 
that she will run for office or even form a 
new political party. “I am, at present, 
enjoying my retirement life, which is free 
and comfortable, where | can do things | 
would like to do,” she said when asked 
about her plans at a public function on 
December 11. “I have no intention, at 
present, to change either the situation or 
the rhythm of my life.” She is increasingly 
active in the community, making 
speeches to major audiences as well as 
to smaller charity and educational 
groups. She also has a personal trainer 
and is in “terrific shape” according to one 
of her close friends. The suspicion is 
Chan is waiting for her time to come. 

Reinforcing this view, Chan used a 
November 7 speech to lay out a prescrip- 
tion for the type of leadership she believed Hong Kong needed 
under Chinese rule. Although she didn’t mention Tung by name, it 
was widely interpreted as a direct attack on the hapless chief 
executive. “While it is important to manage change, | think the 
leaders, particularly the leaders in the government, will also need 
the wisdom to know what needs to be changed and what cannot 
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politics believe Beijing will eventually have to accept Chan or 
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Tung emerged grim-faced from a meet- 
ing on December 3 with President Hu Jin- 
tao on political developments in Hong 
Kong. The official Xinhua news agency 
quoted Hu as telling Tung: “The central 
government is highly concerned with the 
development of the political system in 
Hong Kong.” On December 4, in what 
was seen as a clear warning to democrats, 
Xinhua reported the views of four main- 
land legal experts who issued a reminder 
that the NPC had a decisive role in approv- 
ing any electoral changes. “The Hong 
Kong Basic Law contains unequivocal pro- 
visions on this,” Xinhua said. 

While democrats are pushing publicly 
for an immediate response from Tung, 
some will be privately satisfied if Beijing 
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and the local administration refuse to offer 
any short-term concessions. Despite an 
electoral system stacked against pro- 
democracy candidates, senior democrats 
believe the growing support for political 
change means they now have a real chance 
of seizing a majority in the Go-seat Leg- 
islative Council in September polls. 

In the meantime, they calculate that a 
government perceived as unresponsive to 
popular pressure will only increase support 
for democracy. The pro-democracy par- 
ties now hold a combined 22 seats. Even 
if they only manage to win seven more 
seats in September, top pro-democracy 
leaders calculate they would have the power 
of veto in the chamber. Under the Basic 
Law, the government needs the support 


and should not be changed,” she said. 


David Lague 


of more than half the chamber, a mini- 
mum of 31 votes, to pass its bills. The cham- 
ber’s president can only vote ina tie, which 
means that the votes of 29 opponents could 
block government legislation. 

Gleefully, the democrats warn that 
even the power of veto will be a much 
bigger challenge to both Tung and Bei- 
jing than mass protests. For the first 
time since 1949, noncommunists could 
have their hands on the levers of power 
in government in China. “This is a very 
urgent matter for the local government 
and the leaders in Beijing,” says an 
excited Yeung. “It’s coming. It’s not far 
away.” If Yeung is right, it might mean 
the only formula that will satisfy Hong 
Kong is one man, one vote. = 
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In-depth look at companies 
{Background on companies and their management strategies) cys Oo oe gre 
Managing 
(Advice and strategies you can use to run your business) n ch me ye 
~~» Personal technology 

- (Reviews and guide fo the latest gadgets and gear for you} uF "į ub = 
Technology news 
(Latest news and developments in computing, telecoms, etc.) oF -j Oo Cy 
The latest in science and life science developments oF Qr Ob cy 
Media and marketing news and trends in Asia cP "į cP r 
Financial markets coverage QO Er aF Cr 
Personal finance 
(Family investments, retirement plans, real estate, 
children’s education, ete.) cr cy Cy cy 
Articles about lifestyle and culture OF r cy ty 
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7. Which statements best describe you? Please tic! 


| that apply. 
| need all the raw information | can get on Asian business and markets o 
I need insight and analysis on Asian business and markets cy 
t want short items just to make sure | haven't missed anything in the news cp 
have far too much to read and not enough time uo 
I'm reading more and more online these days Pe 
| make time for important business reading such as magazines at some point during each week wro 
I need more and more global information (more business information about Europe and North America, for example) Ee 
| need more and more information about Asia e 
| need to keep up with emerging markets apart from China or India cy 
It is important for me to learn about trends, emerging threats and opportunities before others do ae 


8. Overall, how satisfied are you with the Far Eastern Economic Review? 


Extremely satisfied a 
Very satisfied cy 
“Somewhat satisfied Oo 
Not very satisfied a 
Not at all satisfied OF 






9. Have you seen any advertising, in print or television, for the Far Eastern Economic Review in the last three 
months? ; 


Yes g' 
No Q Please skip to Q11 
Not sure CP Please skip to Q11 


10. Which of the following do you remember about the advertising (in print or television)? Please tick only one. 


Asian executives on the streets of London a 


Business executives on an airplane Cy 
Spies trying to get business information Ce 
Executives on a yacht Cr 


11. In which country do you live? 


12. Are you a man or woman? 


Man i Woman CF 
13. What is your age? 
Below 35 LP 35-44 CP 45-54 OP 55 or above Q“ 


14. What is the nature of your employers’ business? If you are self-employed, please indicate the nature of your business. 


Banking/finance/asset management my Government/civil service /education "i 
Manufacturing CP Retired /living from investments Cy 
Wholesale/retail trade E Homemaker/Student/Not currently employed 
Business or professional services Ch Other, please specify: 


15. If employed, which of the following best describes your current position? 


Top management (e.g., CEO or other C-level executive, owner/partner, VP, Managing Director, General Manager, etc.} m i 


Middle management (e.g., department head, administrative manager, sales/marketing director manager, etc.) r 
Professional (¢.g., accountant, attorney, medical, educator, etc.) CF 
Other, please specify: 

Not currently employed / Not working Cy 


Thank you for your cooperation. 


& 2003 Dow jones and Company, inc. All rights reserved. 
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Spotlight on Inventors 


Asia’s young inventors—bright young hoz 
minds creating great new ideas 






CONTENTS 


Natural Selection 
The science behind 
selecting a shortlist 


A Brighter Future 
Opportunities for 
Asia’s whiz-kids 


Shortlist Showcase 
The smartest ideas from 
this year’s entries 


in association with 
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Inspirational Stuff 


The Young Inventors Awards are a celebration of smart, new ideas— 
and there are plenty. That makes selecting the best tough 


IMAGINATION, experimentation and 
ingenious thinking. The REviEw’s Young 
Inventors Awards are a celebration of 
all this. 

Now in their 4th year, in association 
with Hewlett-Packard, the awards aim to 
recognize and reward the work by Asia’s 
young scientists that leads to the dis- 
covery and creation of new ideas. 

This year, we received 92 entries from 
some of the finest universities and terti- 
ary institutions around the region. The 
quality of the entries was excellent, cov- 
ering disciplines ranging from medicine 
and nanotechnology to materials science, 
computing and chemistry. There was a 
keen desire to find solutions for a range 
of problems in areas from technology 
to health and the environment. 

The entries were judged by an inter- 
national panel of 13 corporate chiefs and 
leading scientists. First, they selected 12 
finalists from the original 92 entries. To 
do this, they evaluated each entry on its 
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originality, how well the entrant set out 
his or her invention, its potential impact 
on humanity, and how feasible it would 
be to commercialize the invention. 

Each judge saw a different selection 
of the entries. This year, the judges used 
z-scoring, a system which allows the 
scores for entries from many different 
fields to be statistically comparable. It 
also creates as near as possible a level 
playing field by eliminating distortions 
that may arise from the differing stan- 
dards of scoring amongst the judges. 

Once chosen, the finalists’ scores from 
the earlier round were reset at zero. After 
discussing the merits of each finalist in 
a conference call, the judges repeated the 
scoring process to select three winners. 

To see who the 12 finalists are, turn 
to page 40. Next week, we'll reveal the win- 
ners. Each will make a trip to Hewlett- 
Packard’s labs in California, as well as 
receiving computer systems and grants for 
their universities. MICHAEL SOMERS 











MEET THE JUDGES 


MICHELLE CHEN 

Partner with Momentum; 
president, Harvard Club of 
Hong Kong 


JEFFREY GOH 

Chief executive officer, 
Lightspeed Technologies, 
Singapore 


CHRISTOPHER GRAVES 
Managing director, 
Far Eastern Economic Review 


PAUL HERRLING 

Head of corporate research, 
Novartis International, 
Switzerland 


THOMAS HINDERLING 

Chief executive officer, 

Swiss Centre for Electronics & 
Microtechnology 


R.K. NARANG 

Distinguished fellow, 

Tata Energy Research Institute, 
India 


BOLA OLABISI 

Founder, chief executive 
officer and managing director, 
Professional Family Woman’s 
Network, Britain 


PAUL SAFFO 
Director, Institute for the 
Future, California 


STEPHEN SQUIRES 
Chief scientist, 
Hewlett-Packard, California 


C.D. TAM 

Chief executive officer, 
Hong Kong Science and 
Technology Parks Corp. 


SURESH VASWANI 
President, 
Wipro Infotech, Bangalore 


ROBERT YUNG 

Chief technology officer, 
Enterprise Processors, 
Enterprise Products Group, 
Intel Corp., California 


FENG-HSIUNG HSU 
Senior researcher, 
Microsoft Asia, Beijing 


Walt Disney Imagineers had a dream: create 
Gn Gitraction thatiallowed visitors to experience 
the thrill of Space flight. The technological 
expertise of HP engineers and Walt Disney 
lImagineers made it possible. Relying on HP IT 
architecture, workstations and servers, the teams 
collaborated fo create Mission: SPACE, a space 
flight simulator so real, even astronauts say it's 
accurate. Which should be enough to impress 
your 8-year old.www.hp.com/plus_disney 
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Promising Prospects 


There’s a growing demand in Asia for experts in the science and technology 
sectors. That’s good news for bright young researchers and inventors 


FROM THE UNRAVELLING of the genetic basis of life half- 
a-century ago to the advent of the Internet, innovation and 
invention have dramatically reshaped the way we live, con- 
duct business and communicate with one another. 

As nominations for this year’s Young Inventors Awards 
illustrate, many submissions have commercial applications 
or may lead to improvements in existing products and 
technology. Their creativity bodes well 
for the future of the region and the 
winners are likely to be those who find 
smarter, faster, cheaper, safer ways to get 
things done, solve social and economic 
problems and create desirable new 
products and services. 

But what job prospects does the 
region offer its young inventors? Will 
they find opportunities to further their 
research in promising new fields of sci- 
ence and technology? Are governments 
thoughtful and innovative enough 
about the incentives and mechanisms 
they use to retain their most promising 
scholars? A look at Asia’s employment 
landscape suggests that despite a pro- 
longed economic downturn, many of 
these talented young people will find 
jobs close to home. 

Singapore may become one of the 
more promising hunting grounds for 


Asia’s young scientists. Not only is the WIDE INTEREST: This year’s contest attracted 
country home to about 6,000 multina- 92 nominations from around Asia 


tionals, many of these companies are 
developing cutting-edge technologies in the city state. “We're 
getting strong demand from the multinationals to staff their 
labs,” notes Kong Hwai Loong, executive director of the 
Biomedical Research Council of the government's Agency for 
Science, Technology and Research. 

The nation of just 4 million people typically punches 


36 Far Eastern Economic Review 





By Trish Saywell/SINGAPORE 


above its weight in the physical and life sciences. The job 
market in the biomedical sciences, for example, has been 
very strong for graduates with doctorates, says Beh Swan 
Gin, director of the Biomedical Sciences Group of the gov- 
ernment’s Economic Development Board. That includes 
those trained in chemistry. Similarly, there is a growing 
demand from the electronics and engineering sectors for 
science graduates, such as those 
trained in advanced materials and 
emerging areas such as photonics and 
nanotechnology. (Starting salaries for 
those with a bachelor’s degree in science 
or engineering range from $$25,000 
($14,643) to $33,000 per year. A per- 
son with a freshly minted doctorate is 
likely to earn between S$40,000 and 
S$50,000 per year.) 

The Economic Development Board 
recently introduced a programme to 
help university researchers meet with 
teams of venture capitalists and chief 
technology officers. The teams, in a bid 
to shorten the link from technology to 
market, tour Singapore’s universities 
and research centres to assess the 
economic value of new technological 
developments. “We want to be the 
Mecca for Asia’s young scientists,” says 
Kong of Singapore’s Agency for Science. 
“We're also getting clear signals from 
international scientists from the United 
States, Australia and Europe who are 
interested in working here.” Kong adds that Singapore hopes 
that within ro years it will be the preferred training ground 
for scientists in the region. 

In the next few years, Singapore’s Biopolis—the world’s 
first integrated, purpose-built biomedical-research complex— 
will have room for 2,000 scientists and researchers in its > 


January l5, 2004 


O] 


invent 


Our 320 km/h laboratory. 

As the principal sponsor of the BAW WilliamsF 1 
Team, HP provides the supercomputer that is used to 
design the car and conduct thousands of race 
simulations, as well as the servers and notebooks 
used to analyse data that enable the team to make 
precise adjustments. It’s mission-critical computing for 
fast-moving enterprises, and then some. 


bmw williamsf] team www.hp.com/plus_bmwwilliamsf] 
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first phase, which will be completed by March 2004. The site, 
where researchers can live and work, will have public and 
private-sector research laboratories housing a spectrum of 
research-and-development activities in basic foundation 
science, medical research, drug-discovery efforts and medical 
technology research. 

Though affluent Singapore may be a good place to find 
a science or engineering job in the next five years, it’s 
certainly not alone in the region. India has become a huge 
outsourcing centre for companies worldwide and is a good 
market for employment-seeking graduates if they don't mind 
lower starting salaries. “Almost everybody here gets jobs,” 
says Gunaje Raghurama, dean of admissions at the Birla 
Institute of Technology & Science in the north Indian town 
of Pilani. He notes that about 70 companies, including 
tech giants such as Wipro, Oracle, Intel, Texas Instruments 
and Motorola, visit the campus each year looking for students 
with expertise in areas such as mathematics, biotechnology 
and bio-informatics. 

India’s hundreds of drug manufacturers alone will likely 
offer strong employment opportunities. Consider Ranbaxy 
Laboratories: The number of scientists working in the 
company’s research-and-development wing jumped from 
274 in 1996-97 to 581 in 2002. 

In China, meanwhile, the government's current five- 
year plan (2001-05) lists the development of biotechnology 
and the modernization of traditional Chinese medicine as 
priority areas, and these are likely to soak up a fair share of 
the country’s science students. In a 2001 research report, 
investment bank SG Cowen estimated that more than 20,000 
scientists work in biotechnology at universities, research 
institutes and companies across the country. 

In Malaysia, the government is spending at least 2 billion 
ringgit ($526 million) to build research institutes and training 
facilities to kick-start its move into biotechnology. Dubbed 
BioValley, the project will take shape by 2006 on a 2,000-acre 
site near Kuala Lumpur International Airport. Jobs will be 
available at three national institutes that will be built on the 
site: The Agro-Biotechnology Institute, The Pharmaceutical 
and Nutraceutical Institute, and The Genomics and Molecular 
Biology Institute. 

At the opposite end of the spectrum is Vietnam, where 
less than 10% of science graduates find jobs within the 
government's various research institutes or find university 
teaching positions. Graduates are also hard-pressed to find 
jobs in the private sector and they tend to migrate to other 
fields, including sales and marketing. 

Many graduates who go overseas to pursue higher degrees 
are reluctant to return to Vietnam. That’s because most jobs 
in the public sector pay no more than about $34 a month in 
salary while research positions at private-sector companies 
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command no more than $100-200 per month. In contrast, 
Vietnamese managers and senior staff in various foreign- 
invested businesses can earn up to $2,000 per month. 
Vietnam is now trying to tackle its brain drain by offering 
overseas scholarships with strings attached: Graduates must 
return to Vietnam and work for government institutes for a 
fixed period of time, but slots remain severely limited. 

Asia’s young inventors come from every corner of the 
region, as the 92 nominations for the Young Inventors Awards 
illustrate. While 37 hailed from Singapore, 15 came from India, 
nine each from Australia and Hong Kong, five from Thailand, 
one from China, five from Malaysia, four from the Philip- 
pines, one from Japan, three from New Zealand, one from 
South Korea and two from Taiwan. 

Nominations for this year’s awards ranged from antici- 
pating the effects of new drugs through computer simulation 
to tissue-engineering research to creating cement from sugar- 


“A few Nobel prizewinners should 
be part of the judging panel next 
year to keep up with the quality of 


. 39 
entries JEFFREY Gon, YIA JUDGE 


production waste. One of this year’s innovations, for instance, 
holds the promise of improving the lives of people in areas 
prone to the mosquito-born dengue fever virus. Conventional 
tests can take several days to identify the virus in the blood. 
But using an innovative new diagnostic method, a doctoral 
student at National Taiwan University claims she can identify 
the virus in as little as 20-30 minutes, contributing to faster 
and better disease control. 

Another potentially ground-breaking invention is a system 
that enables drivers to picture the road ahead in poor visibility 
such as in rain, snow or fog. The technology incorporates 
global-positioning system receivers and fibre optics. 

It’s nominations like these that have impressed the 13 
judges of the Young Inventors Awards. “The breadth and 
depth of the information contained in the entries required the 
judges to bring their collective expertise to bear in order to be 
able to adequately appreciate the sophistication of the solutions 
proposed,” says Jeffrey Goh, a judge and founder of Light- 
speed Technologies of Singapore. “Assuming that this trend 
continues for next year’s entries, I suggest that we get a few 
Nobel prizewinners in various disciplines to be part of the 
judging panel just to pre-emptively keep up with the quality 
of the entries.” = 

Margot Cohen in Hanoi and Rasul Bailay in 
New Delhi contributed to this article 
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Exciting Ideas 
Utter Solutions 


This year’s top 12, in fields from biotech to 
bioengineering, offer inventions with potential 
in medicine, the environment and more 


By Michael Somers/HoNG KONG 


Digital camera for 
photogrammetric 
calibration 





BONE BREAKTHROUGH 


Eileen Fong Wen Mei, 

postgraduate research in materials engineering, 
Nanyang Technological University, 

Singapore 


Tough, lightweight titanium is used as a bone 
replacement. But two problems hinder its use— 
bone doesn’t bond to titanium without an adhesive 
coating, and constant movement between bone 
and metal can wear down the bone. Fong has 
developed a new, inexpensive coating for titanium 
that provides a friendly surface on which bone 
does bond. Unlike existing coatings, Fong’s—a 
biomaterial with minuscule holes called 
hydroxyapatite—promotes a good, strong bond. 
This breakthrough material helps the body’s 
natural healing process. 


40 far Eastern Economic Review 


antennae 


N 


X 
1, 


Pi) 
si Gh 


d 
4 ae a 
ANN eS KN i 


FUEL DF THE FUTUR 


Sangjin Han, 
doctorate in chemical engineering, 
Seoul National University 


l 





PA 
on 


Fuel cells have huge potential as alternative energy sources, 
but because they use platinum they are too expensive for 
widespread use. Han could have an answer. He’s created a 
new carbon material called “carbon nanocoils.” This new form 
of carbon conducts electricity so well that it reduces the need 
for platinum—and the cost of fuel cells. 


Wall with retro- 
reflective targets 





CLEARING THE FUG 


Stephen Scott-Young, 
doctorate in geomatics, 
University of Melbourne 


GPS | 


Imagine a driver in thick fog 
being able to picture the road 
ahead and proceed in safety. 
Scott-Young is working on a 
system that could make this a reality. He believes that 
his Intelligent Augmented Reality Driver Assistance 
system (iARDA) could improve road safety by 
preventing accidents in poor visibility. |ARDA uses the 
same kind of Global Positioning System technology 
used in in-car-navigation systems to take fixes on the 
car's position as it moves. At the same time, it 
superimposes stored data on a real-time visual feed 
taken from a dashboard-mounted camera. The 
combined image of the virtual road and real 
conditions is then displayed on the windscreen. 


Digital video 
camera mounted 
securely in vehicle 
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FAR-OUT DRUGS 


Kumar Selvarajoo, 
final year, doctoral studies in computational modelling in biological networks, 
Nanyang Technological University, Singapore 


MATAR 


= 


At first glance, aeronautical engineering and 
>< / medicine have nothing in common. But 
ae Selvarajoo has found a way of applying the 
f -> computational simulations that are used in 
~ © solving problems like heat transference 
T between different materials used in aircraft 
to the interacting systems of the human body, 
s fe such as the nervous and digestive systems. 
He has replicated biological processes using TOUGH JOB: Navaja (/eft) and colleague Bonar Laureto 
his own mathematical model, which predicts the effect a new drug may 


have on human cells. 5 S LID STUFF 
HANDY SECURITY 


bachelor’s degree in materials 
Kong Wai-Kin Adams, 


engineering, 
The University of the 

master’s degree in computing, 
Hong Kong Polytechnic University 





Philippines-Diliman 


People in Musuan, in the southern 
Philippine province of Bukidnon, 
know the sour side of sugar: Two 
main solid waste by-products of 
sugar cane—bagasse ash and filter 
cake—can cause respiratory 
disease, and turn farmland into 
dumps. Navaja believes his 
method of purifying these wastes 
makes it all sweet again. He has 
found a way to make commercial- 
grade cement from the filter 

cake and bagasse ash. 


Kong Wai-Kin Adams could have a 
solution to security problems in the palm 
of his hand—and yours. He has developed 

a palm-print identification system for 
access points, such as building entrances 
and passport-control stations. His system 

takes low-resolution images of the palm 
and, employing his own algorithm, 
quickly and accurately reads and 
matches the textural detail with palm 
prints in a database. Kong says his 
system is cheaper, faster and more 
accurate than other methods such as 
fingerprinting and biometrics. 





BODY BUILDING BLOCKS 


Ryuji Inai, 
graduate programme in bioengineering, 
National University of Singapore 


Ryuji Inai has gone one better than most others in making nanofibre scaffolds, 
minuscule frames which are used to grow human tissue. He has modified a 
technique called electrospinning in a way that allows him to build a framework on 
which he can control the direction in which the human tissue grows. It also allows 
thick tissue to grow over large areas. It hasn’t been possible to achieve this with 
present scaffold-building techniques. Inai believes his technique could eventually be 
used to grow organs within the body to replace diseased organs. The scaffolds 
themselves dissolve over time. 
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UNDER PRESSURE 
Michael Toribio, 
master’s degree in chemical 
systems engineering, 
University of Tokyo 


Storing carbon dioxide deep in 
the Earth’s crust, known as 
carbon sequestration, is one way 
scientists believe may help 
reduce the amount of the green- 
house gas in the atmosphere. 
Toribio has devised a laboratory 
simulation that allows him to 
observe the behaviour of carbon 
dioxide when it is injected at 
high pressure into coal seams 
that experts consider are too 
deep to mine. This data can be 
applied to real coal seams to 
assess whether they are viable 
storage areas. 














MINI-MECHANIC 


Zhang Han, doctorate in mechanical engineering, 
National University of Singapore 


They may be small, but nanostructures are the modern building 
blocks of life. These minute frames are used by doctors to grow 
human cells and tissue. Zhang has developed a robot with 
minuscule grips that can automatically construct nanostructures 
from tiny blocks of special polymers, which will either be absorbed 
into the body or dissolve once the new tissue is strong enough to 
support itself. Zhang’s robot lets her build nanostructures—or 
scaffolds—into which three-dimensional tissue can grow, such as 
bone where a graft is needed. 





DENGUE DETECTOR 


Chung-yin Lin, 
doctoral studies in chemical engineering, 
National Taiwan University 


Dengue fever has four strains, making it difficult to develop a vaccine. 
And though the death rate from classical dengue is low, it can escalate 
to killer forms—dengue haemorrhagic fever and dengue shock 
syndrome—making early detection vital. Lin has devised a test using an 
artificial antibody to quickly detect a specific protein that is present in 
the blood—and in all strains of dengue—in the early stages of infection. 


A FINE CROP 


Joanna Tan Hwa Lay and Ginny Tan Jue Hui, 
diploma in biotechnology, 
Ngee Ann Polytechnic, Singapore 





Aeroponics is a process of feeding plants with a nutrient- 
saturated fine mist. But the drawback is that crops can be à 
damaged by heat generated by the pumps used to deliver EARTHY INVENTOR: Joanna Tan 
the spray, and the chillers used to cool the plant roots. 

The two scientists figured it was best not to generate heat in the first place. They employed 
simple physics—using tubes of varying diameter to manipulate the speed of the air through 
the tubes, altering the pressure of the air and sending a fine spray of nutrients to the roots. 
Their smaller pump generates little or no heat. 


‘ 


~ 


energy nuclear waste to encode compact discs, 
NUCLEAR STORAGE making it cheaper to store more data on a smaller 
V.V. Balaji Viswanathan, bachelor’s degree in surface. The binary code is written by exposing a 
engineering, Thiagarajar College of disc to low-energy gamma rays, which change its 
Engineering, Madurai, India chemical composition. This way, space-hungry 


data—like medical images—can be kept more 


To death and taxes add the need for more economically. The binary code is read using a 
data-storage capacity as only the third sure thing special microscope, which interprets an ionized 
in life. Viswanathan has found a way to use low- block as “1” and an unexposed block as “0.” 
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‘op Ten in Far Eastern Economic Review's 2003 Review 200 for innovation in responding to customers' needs 
KMB - trendsetter in quality transport 


KMB is the largest public bus company in Hong Kong tending 
a daily ridership of 3 million passenger trips. 


Established in 1933, KMB has been serving Hong Kong for 70 years 





and has become a key factor behind the city's mobility. 





With a fleet of 4,450 buses, mostly double deckers, running on Hong Kong Top Ten: 
more than 400 routes, KMB also places itself amongst Overall Leadership 
the largest privately operated bus companies in the world. 1 HSBC Holdings 
2 Cathay Pacific Airways 
3 Hutchison Whampoa 
The Kowloon Motor Bus Co (1933) Ltd 4 Hang Seng Bank 
No. 1, Po Lun Street. Lai Chi Kok, Kowloon, Hong Kong. . 
Tel: (852)2786 8888 Fax: (852)2745 0300 5 MTR Corporation 
Internet Web Site: http:/www.kmb.com.hk 6 Cheung Kong Holdings 
7 Swire Pacific 
8 Mandarin Oriental 
9 CLP Holdings 
10 Sun Hung Kai Properties 


Hong Kong Top Ten: 
Innovative in Responding 
to Customer Needs 


Esprit Holdings 

HSBC Holdings 

Cathay Pacific Airways 
Hang Seng Bank 

MTR Corporation 

Li & Fung 

Kowloon Motor Bus Holdings 
Hong Kong & China Gas 
(Towngas) 

9 Legend Group 

10 Hutchison Whampoa 
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What Should Really Happen 
In the Tech World This Year 


In 2004 we could see innovations such as a Nokia phone cloned to the human ear and squid ink for 
cartridge refills. Sounds ridiculous? Stranger things have happened in the past year 


In the last edition I told you about what to expect 
this year from tech. But I feel | may have short- 
changed you. This is what I think should really hap- 


~ pen, if there was justice and an Internet god. (To 


set the tone, the first one is actually true.) 

In December 2003, an industry spamming— 
sorry, e-mail marketing—association issued guide- 
lines for spammers—sorry, marketers—to deter- 
mine the key attributes of e-mail which end users 
may wish to receive: 

s Anticipated—the recipient looks forward to 
hearing from them; 

* Personal—the messages are directly related to 
the recipient; 

e Relevant—the marketing is about something 
the recipient is interested in; 

* Opt-out—the recipient has the option to unsub- 
scribe at any time. 

Now, looking forward. Hewlett-Packard 
announces in January that it will increase the price 
of printers to a more realistic figure, but will reduce 
the cost of ink cartridges from an average $30 each 
to a more realistic $2.50. Epson quickly enters the 
fray, informing users that in fact, contrary to previ- 
ous reports, recycled cartridges work fine with its 
printers. Canon releases a statement the same day, 
encouraging users to refill their cartridges using a 
kitchen funnel and ordinary pen ink, or if none is 
available, squid ink. “Both work just as well,” the 
statement says. Asked why the company had not 
mentioned this option before, a spokesman says: 
“We forgot.” Squid sales quadruple, and many 
offices begin keeping them as pets. 

The manufacturers of an exciting but contro- 
versial new technology called Radio Frequency 
Identification, or RFID, publicly acknowledge in 
March the fears of privacy advocates that these 
small radio tags contain and transmit too much 
information about individuals and the products 
they buy, carry or wear. Company officials 
announce they will hand out free RFID-readers 
to customers, allowing them to read detailed infor- 
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mation about any product on display, including how much it really 
cost to make, what it really contains, any outstanding lawsuits 
against the company and whether the product was assembled 
using slave labour. The readers prove extremely popular with cus- 
tomers, who leave shops wide-eyed and empty-handed. 

Hand-phone manufacturer Nokia enters the cloning busi- 
ness in April, producing the first human with a cellphone already 
attached to one ear. A spokesman says: “Once they perfected 
growing an ear on a rat, we saw the potential for the mobile 
industry. Who doesn't have their cellphone stuck to their ear these 
days, anyway?” 

Spam laws kick in, reducing spam to 30% of all e-mails, down 
from 50%. In response, the international spammers’ —sorry, mar- 
keting—association in May clarifies its guidelines for its long-suf- 
fering members to determine the key attributes of e-mail that end 
users may wish to receive: 

e Anticipated—the recipient doesn't exactly look forward to hear- 
ing from them, but doesn’t reach for a firearm or other offen- 
sive weapon upon hearing from them either; 

e Personal—the messages are directly related to the recipient, or 
at least to the particular market segment that person repre- 
sents, be it based on religion, ethnicity, income or hair colour; 

® Relevant—the marketing is about something the recipient 
is interested in, or at least has expressed an interest in, meas- 
ured by, for example, the recipient walking past a poster or 
billboard and not emitting expletives or exhibiting other signs 
of distress; 

2 Opt-out—the recipient has the option to unsubscribe at any time, 
involving, but not limited to, visiting a Web page that may, acci- 
dentally, record that persons e-mail address and then pass it on 
to another association member who may, at some point in the 
future, judge that person to-have by so doing expressed an inter- 
est in receiving e-mails relevant to their interests (see above). 


MAGNANIMOUS MICROSOFT 

Ina farsighted decision, Microsoft says in June it will combat soft- 
ware piracy by allowing users to decide what price to pay for its 
new Microsoft Office suite. A spokesman says: “We recognise that 
some folk in some less advantaged countries can't afford the $3 
million-per-box price-tag, so we'll let them pay what they think - 
is right. We just hope that users realize this will hurt our bot- 
tom line and it’s going to be hard for us to survive doing it this 
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way.” The new campaign is accompanied by billboard posters 
showing a shoeless Bill Gates wearing a torn T-shirt and a dirty 
sarong. Sales spike, as do donations to the Bill and Melinda Gates 
Foundation. Gates, attending Comdex 2004, is showered with 
quarters and cries of: “Buy yourself some pants.” 

The pop-up ad industry, under pressure from irate users, in 


` July invents a new kind of product. Called the Hip-Not-Icky, the 


— 


ad window appears on the left-hand side of your screen, then 
swings gently to the other side, pendulum-like, and back again. 
The rocking continues until you are lulled into a dreamlike 
state in which you decide that, after all, you could do with another 
cable descrambler. 

Apple releases its first mobile phone in August. It’s plain 
white, has no buttons and looks like an egg. The display is a holo- 
gram that hovers above the shell. All navigation is controlled 
by the user’s thoughts: Simply by thinking of a person, the 
unit will dial that persons number. The design sweeps numer- 
ous awards, but all units of the first batch have to be recalled due 
to a design flaw: The surface cracks easily, and white and yel- 
low goo leaks out. Long-term users complain of hearing cluck- 
ing noises from inside. 

So-called Nigerian scammers—e-mail fraudsters that try to lure 
you into parting with large amounts of cash with a sob story involv- 
ing even larger amounts of cash—hit on a new ruse. Realizing there 
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may be few folk left in the world not wise to their 
scams, in September they send out e-mails claim- 
ing to be Nigerian e-mail scammers who have suc- 
cessfully ripped off innocent folk with authentic- 
sounding names like Gumby McJones and Grant 
Thornton Price O’Waterhouse Coopers Lybrand. 
Unfortunately, the e-mail goes on, that money is 
now languishing in a bank vault in Switzerland and 
needs a home. You, dear reader, know what you have 
to do and the money will be yours. Surprisingly large 
numbers of people fall for the scam (known as 
the Nigerian Scammers’ Nigerian Scam), most of 
them, coincidentally, from Nigeria. 

Virus writers are also busy in 2004. In 
November they invent a new virus called Brian 
which invades computers, scours the user’s cal- 
endar and harvests any birthdays recorded. It 
then matches the birthday with that person's 
e-mail address and prepares a birthday message 
which it sends out on the user’s behalf on the 
appropriate day. It then hijacks 300 other com- 
puters and sends out similar e-mails to the same 
person. Internet traffic spikes, but surprisingly 
few infected users complain. Absenteeism, 
divorce rates and reports of domestic violence 
plummet until Symantec and other anti-virus 
manufacturers update their libraries and 
Microsoft issues a patch. Spoilsports. 

And finally in December, laws and other restric- 
tions have reduced spam to 15% of all e-mails. In 
response, the international marketing association 
issues a further clarification to remaining members 
to determine the key attributes of e-mail that end 
users may wish to receive: 

e Anticipated—the recipient has not actively 
tried to hunt down the marketer in question 
and threaten him or his family with dire conse- 
quences for the message, such as accompany- 
ing him to a Boney M concert; 

* Personal—the messages include use of the 
addressee’s name (or nickname, such as Bud, 
Brother, Friend, Dude, or Hey, You!); 

* Relevant—the marketing is about a product or 
service that is relevant to a human being (or his or 
her pet) living in the early 21st century; 

° Opt-out—the recipient has the option to switch 
off his computer, get into his car and travel to 
the nearest airport, obtain a ticket to Tonga and 
visit the marketer’s headquarters just off Main 
Street (behind the Quickee Mart, just past the 
municipal dump) to ask for his name to be imme- 
diately and unconditionally removed from the 
marketer's mailing list. 

Amen. = 

More musings and snippets at loosewireblog.com 
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PUBLIC ISSUES 


The Coming 
Asian Deluge 


In 2004, the value of new issues in Asia is estimated at between $50 billion and 
$60 billion. While Chinese privatizations are likely to grab the limelight, private 
companies and governments elsewhere will also be big beneficiaries 


SEASONED INVESTORS couldnt believe 
their eyes; investment bankers couldn't 
believe their luck. After lying dormant for 
the first half of the year, Asia’s equity mar- 
kets erupted with new stock issues in 
the final months of 2003. 

December alone—normally a quiet 
month when financiers close their books 
ahead of the year’s end—saw major deals 
brought to market by Indonesian gas 
company PGN, China’s Great Wall Auto 
and Bank of China (Hong Kong). Then, 
to wrap up the year, China Life Insurance 
hit the market with the grand-daddy of all 
the year’s equity issues, a $3 billion initial 
public offering that gen- 
erated levels of demand in 


ready and willing to buy shares in corpo- 
rate Asia as a bet on continued economic 
growth in the region. 

“On the supply side there is a lot of stock 
coming out, while on the demand side there 
is still plenty of liquidity going into equity 
markets,” says Winnie Lee, chief invest- 
ment officer for Asia at BNP Paribas Asset 
Management in Hong Kong. “I am com- 
fortable the picture is positive.” 

Even if the rate of new issues does slow 
from levels seen in the final weeks of last 
year, financial-market professionals are 
confidently predicting a far busier year 
as a whole for new stock deals in 2004. 


By Tom Holland/Honc KONG 


According to Marshall Nicholson, regional 
head of equity-capital markets at invest- 
ment bank CSFB in Hong Kong, total 
issuance for Asia without Japan and Aus- 
tralia could reach $50 billion or even $60 
billion this year, compared with less than 
$35 billion in 2003. “The pipeline of deals 
is very strong,” he says. 

Double-digit equity-market perform- 
ance in 2003 across emerging Asia is 
encouraging increasing numbers of com- 
panies to issue stock, while attracting ever 
more international equity investors to 
pump money into the region. Last year 
Asia ex-Japan equity funds tracked by 

Emergingportfolio.com 
attracted a record $6 bil- 
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2004. Although the pace 
of new issues is likely to 
ease from December’s 
fevered rate, there are 
plenty of Asian companies 
still seeking to raise fresh 
capital, private-equity 
groups searching for exits 
and governments look- 
ing to divest. Just as 
importantly, there is no 
shortage of eager investors 


46 far Eastern Economic Review 





2003 


E Growth Enterprise Market WEE Main board 





fuelling a powerful opti- 
mism. Market profes- 
sionals see no end in sight 
to the so-called “wall of 
money” heading into 
Asia, as investors tired of 
earning rock-bottom in- 
terest rates switch their 
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cash into fast-rising equity 
markets. Short of a fresh 
outbreak of Severe Acute 
Respiratory Syndrome in 


January l5, 2004 





FRENZY: Hong Kong is already witnessing an IPO fever not seen since the dotcom days 


Asia, investment bankers in the region 
believe there is little to cloud their rosy 
picture of the year, except perhaps a lit- 
tle temporary indigestion as markets 
absorb the spate of new equity issues. 
Once again, deals from China are set 
to command the centre of attention. 
Richard Sun and Edmond Chan, part- 
ners in the Hong Kong capital-markets 
practice of accountants Pricewater- 
houseCoopers are forecasting $13 billion 
worth of IPOs on the Hong Kong exchange 
this year, with more than 80% of that 
money to be raised by mainland Chinese 
companies. If they are right, funds raised 
through Hong Kong IPOs this year will 
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dwarf the $7.5 billion collected in 2003, and 
even approach the dotcom-fuelled record 
of $17 billion set in 2000. 

At the head of the queue is Ping An 
Insurance, the third of China’s state- 
owned insurance giants to come to mar- 
ket, following PICC and China Life last 
year. Investment bankers predict no dif- 
ficulty in drumming up buyers for 
between $1 billion and $1.3 billion of Ping 
An stock, after both its predecessors’ 
issues were massively oversubscribed by 
investors keen to buy shares in one of 
China’s fastest-growing sectors. 

By itself, China Life generated a stag- 
gering $80 billion of demand, equivalent 


= 
=< 


to the GDP of the Philippines. “The mar- 
ket just loves those Chinese insurance 
stocks,” laughs Daniel Palmer, head of 
equity-capital markets at Morgan Stanley, 
one of the three investment banks tasked 
with bringing Ping An to market. 

After the insurance companies, the 
next big financial sector slated for priva- 
tization by Beijing is the mainland’s 
banks. But though the country’s big four 
state banks are making progress in shift- 
ing nonperforming loans off their balance 
sheets, so complex is the task that not 
even China Construction Bank, tipped as 
favourite to reach the international mar- 
ket first, is likely to make it this year. 


TELECOMS TO COME 

In the meantime, however, there will be 
no lack of Chinese stocks for sale. In the 
technology sector, SMIC, or Semicon- 
ductor Manufacturing International 
Corp., is planning an IPO worth around 
$750 million, while China Netcom (China 
Network Telecommunications Group) 
expects to become the latest of China’s 
telecommunications companies to list 
in international markets. 

Investment bankers are also predict- 
ing a rash of follow-on issues by previously 
listed companies, similar to December's 
snap sale ofa $1.9 billion, 10% equity stake 
by Bank of China (Hong Kong). “The 
theme will be accelerated transactions, not 
behemoth privatizations,” says Palmer at 
Morgan Stanley. 

Deciding which mainland companies 
get to list in international markets remains 


3 the privilege of government officials, so it’s 


hardly surprising that the deal flow is dom- 
inated by big state-owned enterprises des- 
perate to restructure and recapitalize. 

Nevertheless China’s economy is rap- 
idly becoming more diversified and more 
sophisticated, and the variety of mainland 
companies raising capital internationally 
is beginning to reflect that. Investors 
should expect more IPOs like November's 
$70 million deal from privately owned 
supermarket Wumart Stores as growing 
domestic demand spurs the development 
of China’s service sector. 

If China provided the fireworks in 
2003, Taiwan was the region's bread-and- 
butter market. True, Taiwan too had its big 
signature deals from Chunghwa Telecom 
and China Steel, but most of the >> 
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issuance was in the form of smaller 
deals from the island’s technology com- 
panies. As technology spending in the 
United States and other markets recov- 
ered, Taiwan’s manufacturers of thin- 
film transistor liquid-crystal displays 
and other emerging technologies came 
to market to raise capital to invest in 
new production facilities. 

In the first half of the year, with 
stockmarkets depressed and interest rates 
low, companies opted to raise cheap 
financing in the form of convertible 
bonds, which can be exchanged into 
equity at a later date. In the second half of 
the year, as the Taipei market rallied, 
straight equity deals predominated. 

The need for capital will be just as 
great this year, but financiers warn that 
with the local market up by a third over 
2.003, selling deals to investors will prove 
a tougher proposition. “I wonder how 
much longer it will be before investors 
reach the conclusion that Taiwan is not as 
cheap as it was in June last year,” muses 
Piers Higson Smith, deputy head of Asian 
capital markets at ABN Amro Rothschild 
in Hong Kong. 

Some of the international investors 
who last year bought into Taiwanese tech- 
nology stocks are likely to head instead to 
Seoul in 2004. LG Philips, the world’s 


largest manufacturer of thin-film tran- 
sistor LCDs, is planning its own IPO this 
year. Other Korean issues could prove 
harder to sell, however. Although Korean 
financial-services companies will need to 
raise new capital to plug the holes left 
by nonperforming credit-card assets, 
investors are unlikely to be queuing up to 
buy planned stock issues from companies 
like Woori Financial Holdings, which is 
heavily exposed to troubled credit-card 
issuer LG Card. 


SOUTHEAST ASIA’S LURE 

Among other Northeast Asian markets, 
Hong Kong, though important in rais- 
ing capital for Chinese corporations, is 
unlikely to figure prominently in the IPO 
market in its own right. The government 
is planning an ambitious privatization 
programme for the next five years, but 
with advisory work on the Airport 
Authority deal only beginning now, 
investment bankers doubt that an IPO 
will emerge in 2004. 

That leaves only the proposed flota- 
tion of a real-estate investment trust 
(REIT) comprising retail sites owned 
by the government’s Housing Authority. 
The issue is slated for the second half 
of the year, and could be worth up to $2 
billion, according to bankers. 


Size of issue 
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High-yielding Hong Kong real estate 
might prove attractive to investors if 
stockmarkets soften from current levels, 
but in the present environment of ris- 
ing markets, privatization deals from 
Southeast Asia and India are likely to 
be more appealing. 

In Southeast Asia, Indonesia was the 
star of the 2003 new-issue tables, with 
Jakarta selling stakes in Bank Mandiri, 
Bank Rakyat Indonesia and PGN. In 
Jakarta’s small but fast-rising exchange, 
the deals proved popular with foreign 
institutional investors as their only prac- 
tical entry point to the market. The 
Indonesian government hopes to repeat 
its performance this year, aiming to raise 
more than $1 billion from the sales of fur- 
ther stakes in Bank Mandiri and Bank 
Negara Indonesia as well as from floating 
the country’s main airports. 

Thailand is also treading the priva- 
tization trail. After successfully divest- 
ing stakes in Krung Thai Bank (KTB) 
and Bangkok Bank last year, the gov- 
ernment has a slew of deals planned 
for 2003. “KTB was considered a bas- 
ket case. People said the deal would never 
be done,” says one Western investment 
banker. “Now it has been done, it has gen- 
erated a lot of confidence in the Thai pri- 
vatization programme.” 

A $1.8 billion IPO for the Electricity 
Generating Authority of Thailand and a 
$400 million deal for Airports of Thai- 
land are slated for the first quarter of 
2004, with issues of equity in other power 
producers as well as telecoms companies 
planned for later in the year. 

Investors are also rubbing their 
hands at the prospect of a raft of new 
stock issues from Indian companies. 
They are hoping that the government's 
new-found enthusiasm for privatization 
will prove genuine, and that IPOs for 
India’s Oil and Natural Gas Commis- 
sion—which, at as much as $2 billion, 
could be the largest-ever deal from 
India—and the Gas Authority of India 
will hit the market by June. 

“There is broad interest among 
investors for getting into India,” says 
Palmer at Morgan Stanley. “They are 
reviewing their attitude towards the mar- 
ket and deciding to buy more stock. They 
feel there is a lot of potential upside 
there this year.” = 
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SOUTH KOREA 


Backtracking 


The government’s efforts to bail out LG Card 


raises questions about its commitment to reform 


By Kim Jung Min/SEOUL 


THE LATEST government-inspired efforts to bail out LG Card, 
South Korea’s biggest credit-card issuer, may stave off some 
short-term pain for the country’s financial system. But it shows 
just how far reform efforts have gone off track: The very 
regulators who are charged with cleaning up the banks are 
now pushing them to pick up the tab for saving the debt- 
ridden credit-card firm. 

The rescue package would be the second attempt in two 
months to shore up LG Card. As the REVIEW went to press, 
commercial banks and other LG Card creditors were still argu- 
ing with the state-run Korea Development Bank, or KDB, over 
how much each should contribute to the bailout. In Novem- 
ber, lenders gave LG Card 2 trillion won ($1.67 billion) to ease 
a cash crunch brought on by rising consumer defaults. Cred- 
itors tried to find a buyer for the ailing firm in December, but 
there were no bidders. 

That’s when the government and KDB stepped in. To 
avert a collapse and attendant risks to the financial system, 
government officials suggested that they were committed 
to keeping LG Card afloat under KDB’s control. Critics of the 
government plan warned that it would create a moral hazard 
and encourage other struggling card issuers and their cred- 
itors to shirk responsibility. 

The critics also point to what they say are inconsisten- 
cies in the government's approach. After making noises about 
a strong government role, officials have been pushing for pri- 
vate-sector participation. “Now, what they’re trying is to 
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HOUSE OF CARDS: The collapse of LG Card is the most 
serious threat to Korea’s financial system 


pass the ball to the commercial banks,” says Chang H. Lee, a 
senior banking analyst at Daiwa Securities in Seoul. “If they 
waste time in a tug-of-war, they'll fail to restore market confi- 
dence. And everyone is going to be a loser in the end.” 

On January 7, the tug-of-war was continuing and it was 
unclear whether creditors of LG Card would approve a $4.2 
billion rescue plan put forward by KDB. Key lenders such 
as Kookmin Bank and Shinhan Bank, wary that the deal could 
translate into more losses for them, are pushing the govern- 
ment to shoulder more of the financial burden for the rescue. 
The banks said the bailout was only a makeshift measure and 
expressed doubts that their continued financial support would 
be able to save the company from snowballing debts. 

Under the latest proposal, KDB would effectively control 
LG Card after a debt-to-equity swap in conjunction with three 
banks—Woori, Kookmin and the National Agricultural Coop- 
erative Federation—until LG Card could be sold to a third party. 
A total of 16 creditors would inject an additional 2 trillion won 
into the cash-strapped company before converting a combined 
4 trillion won of debt into equity. Meanwhile, affiliates of LG 
Group will be asked to purchase about 1.15 trillion won of newly 
issued bonds and shares in the credit-card company. 

A state-backed bailout would, in the short term at least, 
strengthen the South Korean credit-card industry, which 
has been struggling to cope with a burgeoning consumer-debt 
crisis. Government officials have also fretted about a worst- 
case scenario, in which a collapse of LG Card would have a 
domino effect on the rest of the credit-card industry and inflict 
a heavy toll on creditor banks. The Ministry of Finance and 
Economy estimates Korean financial companies could lose 
26.7 trillion won if LG Card goes bust. 


LONG-TERM DAMAGE 

But the long-term damage of government intervention could 
be severe. Critics say a government-led bailout would allow 
LG Group, the nation’s second-largest business empire, to 
evade responsibility for its mismanagement of the credit-card 
business. By sending a message that Korean companies can 
be too big to fail, they argue, the government will under- 
mine confidence that Seoul is serious about ceding more 
power to the market to deal with bankruptcies and that it is 
committed to keeping the balance sheets of the nation’s newly 
rehabilitated banks clean. 

“It’s clearly showing that they'll never take drastic steps to 
pull the plug from sick companies,” says Jun Sung In, an eco- 
nomics professor at Hongik University in Seoul. Industry 
experts also criticize the traditional refinancing role played by 
KDB. By taking over a troubled financial company, they say, the 
bank is repeating mistakes it made in the past. In the wake of 
the financial crisis in 1997, KDB took over two financial insti- 
tutions on the brink of insolvency, Korea Investment & Secu- 
rities and Daewoo Securities, a brokerage arm of the bank- 
rupt Daewoo Group. Despite a huge injection of taxpayer’s 
money, the government has yet to sell them off. = 
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STRAINED TIES: 
Syed Mokhtar 
(left) and 
Premier Abdullah 
don’t always see 
eye to eye 


MALAYSIA 





Tycoons in Trouble 


Malaysia’s new prime minister has introduced a markedly different style of 
governance from that of his predecessor—and has big business worried 


THERE IS A NEW DICTUM in the Malaysian Prime Minis- 
ter’s Department these days: No longer can a businessman 
with a proposal and access to the premier drop in unan- 
nounced to snag a deal. It’s nothing personal, however. “It 
applies to everyone,” says a senior government official. “Busi- 
nessmen, politicians, civil servants, everyone. The message 
is... get an appointment first.” 

It’s caused consternation in some business circles and 
tongues have begun wagging over who might be affected. 
Businessman Syed Mokhtar Albukhary has already felt the 
winds of change emanating from the new administration of 
Abdullah Ahmad Badawi. Over two years, Syed Mokhtar 
emerged as Malaysia’s most influential businessman, stitch- 
ing together a string of business deals under the approving 
eye of his mentor, Mahathir Mohamad. But the former pre- 
mier stepped down on October 31, and the transition hasn't 
been kind to the hard-charging businessman. 

Indeed, the early-December shelving of a 14.5 billion ring- 
git ($3.82 billion) railway deal, secured by the businessman 
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By S. Jayasankaran/KUALA LUMPUR 


with Mahathir’s approval in the waning days of his adminis- 
tration, has raised questions about Syed Mokhtar’s ability to 
wring more deals from the government. 

But Syed Mokhtar isn't the only one hit. On December 9, 
listed plantation company Kumpulan Guthrie fired its long- 
standing chief executive, Abdul Khalid Ibrahim. National Equity 
Corp., Guthrie’s major shareholder and a trust corporation that 
reports directly to the prime minister, axed Khalid. 

Indeed, according to corporate officials familiar with the 
events, National Equity Corp., better known by its Malay 
acronym, PNB, even wanted to remove Khalid, who has 5% 
in Guthrie, from the board but was dissuaded from doing 
so by Guthrie chairman and former Deputy Premier Musa 
Hitam. “PNB has long wanted to remove Khalid because 
Guthrie hasn't performed, but Dr. Mahathir always pro- 
tected him,” says a corporate executive who declined to be 
identified. “Clearly Abdullah gave PNB permission.” PNB 
holds over 70% of Guthrie. 

Even more surprising has been the even-handed treatment 
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of the car industry relative to national car-maker Proton, a 
favoured Mahathir brainchild. Proton Chief Executive Tengku 
Mahaleel Ariff had asked Abdullah, via a November ọ letter, 
for another 20 years of protection ahead of a regional free- 
trade-area pact that would cut import duties on cars and car 
parts to 5% by 2005. For its part, Malaysia pledged to cut duties 
to 20% beginning this year. 

On December 31, Abdullah cut import duties to as low as 
40%—from up to 300% previously—but imposed new excise 
duties of between 30% and 100% on parts and imported 
cars. The latter was to prevent a loss of government revenues, 
but what surprised analysts was that Proton received no spe- 
cial favours. Indeed, according to Edward Ong, a motor ana- 
lyst with ING Financial Markets in Kuala Lumpur, “Proton is 
the main loser, not so much because it has to absorb a 2% duty 
hike but because its pricing advantage is eroded.” 

The removal of protection for favoured businessmen and 
companies and the axing of projects deemed to be sacred 
cows could presage a new way of doing business in Malaysia. 
In the heyday of Malaysia Inc., influential businessmen 
routinely bypassed bureaucratic procedures and competitive- 
bidding protocols by convincing 
one man—Mahathir—that their 
projects were good for Malaysia. 

“People underestimated 
him,” says Manu Bhaskaran, the 
Singapore-based partner of 
American consulting firm Cen- 
tennial, referring to Abdullah. 
“There is a feeling now that 


ional, the federal government's investment arm, agreed to pur- 
chase 125 million ringgit worth of loan stocks in an indebted 
property development south of Kuala Lumpur. 

The deal was widely perceived to be a bid to help the owner 
of the development, listed property company Country Heights 
Holdings and its controlling shareholder, Lee Kim Yew, a long- 
time confidant of Mahathir. The acquisition—which com- 
prises a shopping complex, a golf course, a convention cen- 
tre and related facilities—does not fit into the stated corpo- 
rate objectives of Khazanah, analysts say. 


THE WRITING IS ON THE WALL 

But the writing may be on the wall. The silence that usually 
greeted Mahathir’s more ambitious projects is cracking amid 
open criticism of such schemes from members of his own 
party, the dominant United Malays National Organization. 
Shahrir Samad, a member of Umno’s Supreme Council, 
recently called for the scrapping of plans for a 1 billion ring- 
git bridge to replace Malaysia’s side of the causeway to 
Singapore after the latter declined to participate in a joint 
venture to replace the link with a new high bridge. Piqued 
by Singapore’s refusal, Mahathir 
ordered Malaysian contractors to 
go it alone. 

Shahrir thinks the idea 
ridiculous. “If it goes ahead, it 
will stand as a permanent sym- 
bol of a time when relations 
were bad between the two coun- 
tries,” says the feisty politician. 
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there will be no more free rides. 
Things might be slower, but they 
will be a lot more transparent.” 

The new decisiveness is also 
rooted in sound economics. For 
six years, Malaysia recorded 
consecutive budget deficits that, 


at their height, exceeded 5% of SHOCKER: Syed Mokhtar’s costly rail project was shelved 


GDP. This was the main reason 

international rating agencies refused to upgrade Malaysia’s 
credit rating, a move that would have made borrowing from 
international creditors cheaper. Cutting unnecessary proj- 
ects that required state funding was seen as key to balanc- 
ing the books. 

Still, Abdullah's moves haven't drawn universal praise. 
While analysts concede that the decisions hold long-term pos- 
itives for foreign fund managers, they also decry his “bruising” 
methods. “His decision on the rail project was unexpected and 
it took at least a billion ringgit off the share prices of Gamuda 
and [Malaysian Mining Corp.],” says a Kuala Lumpur-based 
businessman, referring to the two listed companies that were 
supposed to build the railway. “There must be a better way to 
announce a policy flip-flop.” (Mahathir’s administration, in 
which Abdullah was deputy premier, had actually awarded the 
contract to a consortium led by Gamuda and MMC.) 

But the prime minister has shown some sensitivity to his 
former boss. On December 16, for instance, Khazanah Nas- 
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Indeed, a Southeast Asian diplo- 
mat says that Singapore could 
warm to the idea, implying a 
joint venture is still possible. 
And, according to other gov- 
ernment officials, Abdullah has 
told the promoter of the bridge 
project to “go slow.” 

Meanwhile, industry ana- 
lysts wonder what other projects will be shelved or axed alto- 
gether. Among the potential contenders, according to secu- 
rities analysts, are controversial projects like a multibillion 
ringgit incinerator in the state of Selangor and the 6.4 bil- 
lion ringgit Bakun hydroelectric dam project in Malaysia’s 
eastern Sarawak state. 

People like Shahrir, however, want the entire bidding 
process changed. He points to a project in his Johor state that 
he claims subsidizes its promoter. The project is the devel- 
opment of a regional hub for air cargo to be located in Senai 
airport, just north of Singapore. Its promoter, Syed Mokhtar, 
had won the right to purchase 4,000 acres of land for the hub 
when the original plans only set aside 900 acres for the 
project. “He bought it cheaply as well,” says Shahrir. “Why 
should the state government subsidize big business at the 
expense of other private-sector parties. All this has got to stop.” 
An associate of Syed Mokhtar declined to comment on 
Shahrir’s allegation. = 
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SINGAPORE 


A Question of Jobs 


Even as the economy recovers from prolonged recession, 
it will be a while before growth translates into new jobs 
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By Trish Saywell 

In the past 12 months Singapore has removed a ban 
on bar-top dancing, given the thumbs up to bungee 
jumping and allowed all-night operations at some 
bars and entertainment spots. Prime Minister Goh 
Chok Tong has even admitted that Singapore has 
started to employ gays as civil servants. 

Singapore may be one of the world’s freest 
economies, but it is also notorious for its rigid con- 
trols on social behaviour. So what’s going on? 
The moves are part of government efforts to restore 
Singapore’s economic vitality as competitors such 
as China, India and Malaysia have started to chip 
away at its competitive edge in manufacturing. If 
Singapore is to diversify its economy and become 
a leader in service industries such as health care 


JOBLESS RECOVERY 
Singapore’s seasonally adjusted 
unemployment rate appears to have peaked 







Shaded areas 
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and education, officials say, the country must 
loosen up and promote creativity. 

Encouraging more social diversity and entre- 
preneurship is certainly a step in the right direction 
toward making Singapore an attractive place to 
live and do business. But a more sophisticated cul- 
tural environment wont solve Singapore’s structural 
economic problems, such as unemployment. The 
seasonally adjusted unemployment rate rose to 5.9% 
as of the end of September from 4.5% at the end 
of June, a 17-year-high, according to the Ministry 
of Manpower. The ministry reported that 111,100 
Singaporeans and permanent residents, or about 
6.3% of the resident workforce, were out of work. 

Acting Minister for Manpower Ng Eng Hen 
noted in December that the boom years of near- 
full employment would not return as Singapore 
faced competition from lost-cost rivals in the 
region. But he added that the job situation should 
improve in the second or third quarter of 2004 
as the economy gradually recovers. Lim Boon 
Heng, secretary general of the National Trades 
Union Congress, has predicted that the unem- 
ployment rate should ease to 4% this year. 

Signs of a turnaround are starting to show. Total 
employment in Singapore rose by 900 in the quar- 
ter ended in September, following eight consecutive 
quarters of decline. In his New Year message on 
December 31, Prime Minister Goh noted that the 
economy grew 3.7% in the final quarter of 2003, lift- 
ing overall economic growth for the year to 0.8%. 
The full-year GDP growth rate was the slowest 
among Asia’s major economies and less than half 
of 2002’s 2.2%, but Goh predicated stronger growth 
of between 3% and 5% in 2004. 

The prime minister also pointed out that 
despite a difficult year in 2003 with the Iraq War 
and the outbreak of Severe Acute Respiratory Syn- 
drome, Singapore still managed to attract $$7.5 bil- . 
lion ($4.4 billion) in fixed-asset investment com- 
mitments in the manufacturing sector. It also 
nailed down services investments worth S $1.9 bil- 
lion in annual business spending. 

In December, Schering-Plough declared it 
would invest another $220 million in Singapore 
by building a new drug-manufacturing plant that 
would employ 80 skilled workers. In the same 
month, it opened a $230 million manufacturing 
plant that will make the active ingredient for an 
anti-cholesterol drug, and a $30 million research 
and development centre. Other investments 
announced last year came from Seagate Technol- 
ogy, STMicroelectronics, Infineon, Philips, Mat- 
sushita, Hewlett-Packard, Nagase and Daimler- 
Chrysler. Said Goh in his New Year’s speech: 
“Together, these and other projects will create thou- 
sands of new jobs for Singaporeans.” = 
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STOCKMARKETS COMMODITIES 


Dow Jones Global Indexes Local Indexes 


Ch 

Index gan. §) % chg YTD (Jan. 5) Mkt Unit Latest %chg YTD 
an. 5) %chg YTD Australia 3,296.50 -0.29 Aluminium Ldn $/tn 1,593.50 -0.65 
Australia 221.82 +1.71 Bangkok 790.93 +2.43 Cocoa NY $/tn 1,474.00 -2.71 
China 88 142.21 +4.77 Bombay 6,039.00 +3.43 Coffee NY c/lb 68.60 +5.62 
Hong Kong 226.50 +4.47 Colombo 1,115.13 +4.99 Copper NY c/lb 108.70 +3.97 
Indonesia 58.52 +6.40 ‘Hong Kong 13,005.33 +3.41 Cotton NY c/lb 75.80 +0.97 
Japan 79.79 +2.70 Jakarta 725.47 +4.85 Gold Ldn $/oz 421.60 +1.04 
Malaysia 108.82 +0.18 Karachi 4,500.62 +0.65 Oil: Brent Ldn $/barrel 30.89 +2.39 
New Zealand 185.14 +2.41 Kuala Lumpur 792.66 -0.16 Palm Oil KL Ringgit/tn 1,784.00 +0.56 
Philippines 67.45 +4.23 Manila 1,487.34 +3.12 Pulp OMLX  $/tn 510.00 0.00 
Singapore 137.39 +3.15 Seoul 824.10 +1.65 Rice Bnk $/tn 202.00 0.00 
South Korea 108.44 +1.88 Singapore 1,828.66 +3.63 Rubber KL Mc/kg 472.50 0.00 
Taiwan 118.46 +4.55 Taipei 6,125.42 +3.98 Soyabeans Chg = c/bushel 800.50 +0.82 
Thailand Pe 83.29 +4.15 Tokyo 10,825.17 +1.39 Sugar NY c/lb 5.70 +0.53 
U.S. Total Market 264.07 +0.53 Wellington 2,282.26 +0.17 Tin KL $/tn 6,650.00 +0.61 
Euro Stoxx 50* 2,808.07 +1.72 DJIA 10,544.07 +0.86 Wheat Chg c/bushel 398.50 +5.70 
FTSE 4,510.20 +0.74 AIG - Dow Jones Commodity Index 139.90 +3.43 


Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. 


ECONOMIC DATA IN THE SPOTLIGHT 


*Dow Jones Stoxx ™ Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 











% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Manila (7.38% on week) 
gan. 5) Gop | CPI Current acct | Trade balance 1-mthħ interbank l Prime rate Composite index 
Australia 2.5 (Sept Qtr) +2.6 (Sept Qtr) -26.52 (Sept) -14.37 (Oct) 5.25 9.50 1,540 
China 9.1 (Q3 '03) +3.2 (Nov) +35.42 (2002) +22.76 (Nov) 1.85 n.a. 
EU 0.6 (03 '03) +20 (Nov) +58.87 (Q3 '03) -16.00 (Oct) 2.12 na. 1,520 
Hong Kong 4.0 (Q3 '03) -2.3 (Nov) +18.43 (Sept) -7.99 (Nov) 0.07 5.00 1.500 
India 8.4 (Q2 '03/'04) +3.6 (Nov) +2.19 (Jun) -13.98(Nov) 6.00 10.75 f 
Indonesia 3.9 (Q3 '03) +5.1 (Dec) +8.90 (2002) +26.82 (Nov) 8.51 8.31 1,480 
Japan 1.9 (Q3 '03) -0.1 (Nov) +127.86 (Oct) +87.97 (Nov) 0.06 1.38 
Malaysia 5.1 (Q3 '03) +1.1 (Nov) +11.87 (Sept) +37.14 (Nov) 3.00 6.00 1,460 
New Zealand 3.9 (Sept'03) +1.5 (Sept Qtr) +3.33 (Sept) -2.38 (Nov) 5.23 5.42 
Philippines 4.4 (Q3 '03) +3.1 (Dec) +3.43 (Sept) -1.66 (Oct) 6.25 9.25 1,440 
Singapore 3.7 (Q4 '03) +0.6 (Nov) +26.07 (Sept) +24.26 (Nov) 0.56 5.50 
South Korea 2.3 (Q3 '03) +3.4 (Dec)  +14.90 (Nov) +12.42 (Nov) 3.76 4.33 1,420 
Taiwan 4.2 (Q3 '03) - -0.1 (Dec) +28.63 (Sept) +17.93 (Nov) 1.00 0.85 
Thailand 6.5 (Q3 '03) +1.8 (Dec) +8.07 (Nov) = + 11.38 (Nov) 1.32 5.75 1400 26 29 30 5 ó 
U.S. 8.2 (Q3 '03) -0.2 (Nov) -547.41 (Sept) -494.04 (Oct) 1.12 4.00 Dec. 03 Jan. '04 
Source: Government Statistics Source: MoneyLine Telerate 
FOREIGN EXCHANGE 
Key Currencies 
(an. 5) $1 worth Spot rate % chg YTD gan. 5) $1 worth Spot rate % chg YTD 
Australia dollar 1.3018 +1.97 Mongolia* tugrik 1,126.00 0.00 
Bangladesh taka 58.55 -0.09 Nepal rupee 73.00 0.00 
Brunei dollar 1.7024 +0.17 New Zealand dollar 1.491 +2.39 
Burma** kyat 880.00 +1.14 Pakistan rupee 57.41 -0.44 
Cambodia** riel 4,123.00 -6.55 Papua New G. kina 3.2742 +0.82 
China renminbi 8.277 0.00 Philippines peso 55.20 +0.57 
European Union euro 0.7887 +0.62 Russia** rouble 29.237 +0.01 
Hong Kong dollar 7.7626 +0.01 Singapore dollar 1.6976 0.00 
India rupee 45.6275 -0.07 South Korea won 1,192.00 0.00 
Indonesia rupiah 8,371.00 +0.42 Sri Lanka rupee 97.63 -0.75 
Japan yen 106.19 +0.96 Taiwan NT dollar 33.878 +0.27 
Laos** kip 10,445.00 -0.10 Thailand baht 39.27 +0.76 
Macau pataca 7.7943 +2.31 Vietnam* dong 15,644.00 +0.09 
Malaysia ringgit 3.80 0.00 
Other rates: HK$ = renminbi 1.0657 S$ = ringgit 2.2374 SDR = $1.4921 *Official rate | **Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 
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CAMBODIA 


The Brothers’ 
New Father 


The fighters of the Khmer Rouge once blindly followed 
the orders of Brother No. 1—Pol Pot. Now, some have 


found a new leader to follow—Jesus Christ 


By Bronwyn Sloan/PAILIN 


BAPTISMS OF PAILIN CHRISTIANS usually take place at 
the “killing dam’—so dubbed by locals because the dam was used 
to dump the corpses of some of the estimated 1.7 million Cam- 
bodians killed during the Khmer Rouge’s rule in 1975-79. “That 
was a long time ago. The water is clean now,” says Lee Samith 
of Pailin's Good Samaritan Church. “But today that is too far to 
take so many people” to be baptized. 

Soa flatbed truck takes him, Pastor Buth So Theas and 14 faith- 
ful to a nearby reservoir. There they sing hymns as Pastor Buth 
strums a guitar. The mood is joyous. After the pastor dunks them 
unceremoniously under the muddy water, the newly baptized are 
handed a lunchbox on their way up the bank. The youngest is aged 
just eight, the oldest, Uk Sarith, is 59. “Today is a good feeling. I 
believe it will help for all the things I have done in my life,” he says, 
alluding to his former job as a bodyguard to Pol Pot, the infa- 
mous Khmer Rouge leader who died in 1998. 

Sarith explains his conversion to Christianity within his frame 
of reference: “In the end, the Khmer Rouge is just like Christ. 
The Khmer Rouge taught us to avoid bad things like robbery and 
cheating. The Khmer Rouge had lots of rules. Christ is the same— 
like having a leader you respect and obey.” It may seem a strange 
analogy: The ultra-Maoist regime abolished religion and executed 
clergy during its reign of terror. But this is a comparison often 
made by the growing number of former Khmer Rouge officials 
and guerrillas who have found God in recent years. 

Most of them live in Pailin, a remote gem and timber-rich 
area on Cambodia’s northwestern border with Thailand. More 
than half of Pailin’s population of around 29,000 people are 
ex-Khmer Rouge. The town is still home to the Khmer Rouge’s 
former head of state, Khieu Samphan, and Nuon Chea, Pol Pot’s 
chief henchman. It’s a tightly knit community, with a solidar- 
ity that comes from being ostracized by Cambodians in the 
rest of the country in the 25 years since the regime was top- 
pled by the 1979 Vietnamese invasion. 
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Pailin is fertile ground for proselytization. 
Many former Khmer Rouge members, deeply 
indoctrinated against Buddhism, are alienated 
from the religion of 95% of Cambodians. Nor do 
Buddhist monks feel safe venturing into the for- 
mer Khmer Rouge stronghold. “Most Buddhists 
were victims of the Khmer Rouge. They may not 
feel comfortable travelling to places like Pailin,” 
says Youk Chhang, director of the Documentation 
Centre of Cambodia, which collects evidence of 
Khmer Rouge atrocities. 

So the field is left to Christian missionaries, 
local and foreign. Their success in converting one- 
time revolutionaries is due not only to the hope for 
redemption but also to their search for acceptance 
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NEW LIFE: Pastor Buth So Theas baptizes a girl at the “killing dam”—a place once used by the Khmer Rouge to dump bodies 


among fellow Cambodians. Youk Chhang explains: 
“The Khmer Rouge have become a symbol of evil 
... Those who were associated with it may see 
no other way to be integrated into society. God may 
be the only exit they can feel more comfortable just 
to be themselves with.” 

Samith, a former Buddhist monk, casino 
worker and now communications officer at 
Pailin’s city hall, says he saw Christ in a dream 
and was baptized in 2000. “The reason we can 
build so quickly and convert people so fast is 
because I live close to the Khmer Rouge leaders,” 

‘he says. The list of converts, he adds, already 
includes In Sopheap and Long Norin, both for- 
merly senior Khmer Rouge officials, and Kong 
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Duong, director of Pailin’s radio station, which now broadcasts 
an hour of hymns every Sunday. 

At the Good Samaritan Church, children in its Saturday youth 
group sing in praise of the Almighty. On Sundays, about 60 peo- 
ple, mostly ex-Khmer Rouge, worship with 24-year-old Pastor 
Buth So Theas, whose parents once served as Khmer Rouge mili- 
tia, reporting their neighbours for “counter-revolutionary” activ- 
ity. But his parents too have found God, he says. Church organ- 
ist Chea Som Ol, 48, was once a Khmer Rouge information 
officer. Christianity, he says, “is very similar to the Khmer Rouge, 
who don't allow people to respect animist spirits, and the Khmer 
Rouge leaders also wanted to find the truth.” 

The church began as an offshoot of the Singapore-based 
Life Bible-Presbyterian Church. “We were building a coffee-shop 
and a Korean came to us and asked if we would like to turn >> 
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it into a church,” says Samith, referring to the Rev. Jimmy Rim, 
who was once closely associated with the Life Bible church but 
has since moved on. The missionaries build churches and schools, 
provide English lessons and health care. In this way, some Pailin 
officials say, the church purchases souls. 

“The people have no money. The church comes offering money. 
They take it. It’s buying people,” says Pailin District Deputy Gov- 
ernor Pol Leang, a former Khmer Rouge officer. His scepticism 
is shared by Nuon Chea, once the Khmer Rouge’s Brother No. 2, 
now a devout Buddhist. “The French tried to convert Cambodia for 
100 years. It doesn't work,” he says. “In the end, Cambodians will 
still have Buddhism. They are strong in Buddhism.” 

The Rev. Moses Hahn, who heads the Life Bible church in Cam- 
bodia, says the church's mission house in Pailin was booby-trapped 


NEW ROLE: Former government soldier Chap Souong, with his wife 
(right), set up a church for ex-Khmer Rouge fighters in 1999 


with a grenade in October. A man was later arrested for breaking in. 
They will persevere in “planting churches” in the area, he says. “The 
people in Pailin have nothing, and we want to help them.” 

But some residents say the new faith is only helping to divide 
the community. Twelve-year-old Nim Nyna was baptized by Pas- 
tor Buth against the wishes of her parents, both former Khmer 
Rouge soldiers. “They try to stop me from coming to church 
and they say bad words about Jesus, but they’re never around 
for me,” she says. Her mother, Tav So Ny, says she and her hus- 
band work long hours at a casino on the Thai border to make 
ends meet. “Christianity isn’t Khmer, so her father sometimes 
tells her not to come and slaps her.” Her father, Nim Heang, 
says: “I am former Khmer Rouge. We don't believe in reli- 
gion. I know that Buddha is made of cement and that monks 
are just people.” Besides, he adds, “in Pailin 60% or 70% of 
people might become Christian but they still go to the pagoda 
for pchum ben [the festival of the dead].” 

Even if the new-found faith of some converts is superfi- 
cial, the missionaries feel that it’s helping former enemies to 
come together in a new beginning. Chap Souong, a former gov- 
ernment soldier, says he was repeatedly tortured by the Khmer 
Rouge and believed they had killed his family by the time the 


56 Far Eastern Economic Review 





































FERTILE GROUND: Ostracized fighters are ripe for 
proselytization 





regime was ousted in 1979. “When we saw each 
other alive again, it was a feeling beyond tears,” 
says the 54-year-old. 

Yet in 1999 he and his wife set up a Seventh 
Day Adventist Church in a village of impoverished 
Khmer Rouge families on the outskirts of Pailin. 
“At Christmas, we give them food, Christian or not. 
Sooner or later they will believe in God. At the 
same time, true conversion is fantastic, but rare.” 
Chap Souong’s congregation comprises 20 ex- 
Khmer Rouge; 30 of their children come to his free 
English lessons, peppered 
with words from the Bible. 
“Now I work for God and he 
tells me not to express anger, 
so I let bygones be bygones,” 
he says. “I feel like this work 
is healing old wounds.” 

But Youk Chhang of the 
Documentation Centre feels 
that real healing will come 
only with a truthful reckon- 
ing of the Khmer Rouge 
years through a trial of its 
surviving leaders. The only 
two of those currently in jail 
awaiting prosecution for genocide are former 
Khmer Rouge military commander Ta Mok, and 
Kang Kek Ieu, who ran the Khmer Rouge prison of 
Tuol Sleng where thousands perished. Kang, also 
known as Duch, is now a fervent Christian and 
said to be looking forward to the long-delayed 
United Nations-backed tribunal on Khmer Rouge 
atrocities, which the UN and Phnom Penh are still 
arguing over. Says Youk Chhang: “The only way 
the former Khmer Rouge can be successfully 
socially integrated . . . is through national recon- 


ciliation, through prosecutions.” = 
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BODY POLITIC: To ease its “national grief,” China must bury Mao, say critics 


Moving Mao 


He may be dead, but Mao Zedong’s body lives on in the 


heart of Beijing. Now some think it’s time he was laid to rest 


January 15, 2004 


ECONOMIC OVERDRIVE, responsible diplo- 
macy, space travel: The very modern ideas that 
gilded China’s image as an expanding global giant 
over the past year. For a look at another side of mod- 
ern China, try the southern end of Tiananmen 
Square in the centre of Beijing. Here, on most days 
of the year, thousands of people queue to glimpse 
the corpse of a man who died 27 years ago. 

China may be changing, but Mao Zedong’s 
body remains a fixture on its tourist trail. In the 
minutes before his Soviet-style mausoleum opens 
for business, a long line forms on the square and 
snakes past the watchful eye of security personnel. 
It winds its way along a hedge and railing, past the 
flower-rental shop, before shuffling up some steps 
and into a room dominated by a grand marble 
statue of the Great Helmsman. There, those who 
have rented plastic flowers for 2 renminbi (24 
cents) dump them into a trolley. 

Sombre now, the crowd edges into a second 
room to file wide, left and right, past a perspex cas- 
ket. Inside, Mao lies dressed in grey, draped in a 
flag. The viewing is over quickly. Staff hustle visi- 
tors out of the back door, where they are greeted by 
hawkers selling an assortment of mawkish Mao 
mausoleum memorabilia. 

Why would so many people line up to get a look 
at a waxen person who died in 1976? Well, for one 
thing it’s free. Cross the road to the history 
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museum to see the current exhibition of (empty) 
Egyptian sarcophagi and it will cost you 50 ren- 
minbi. But it’s much more than that. 

For most Chinese, Mao is still a hero. “He 
was a great man. If it wasn't for him China would 
still be weak and controlled by foreign powers,” 
explains a carpenter from Heilongjiang province, 
who's taking a break from working on a nearby 
construction site to visit Mao. 

But what about Mao's mistakes, like the Cul- 
tural Revolution? “There was a contradiction in 
the leadership then, it wasn't all Mao's fault,” says 
a Beijinger. “Besides, everybody did wrong things 
at that time.” 

For many ordinary people, Mao remains 
China’s perennial tough guy. He is widely invoked 
whenever China has a foreign-policy crisis with the 
United States, for example when U.S. aircraft 
bombed the Chinese embassy in Belgrade in 1999 
or when a Chinese fighter jet collided with a United 
States surveillance aircraft off the country’s south 
coast in 2001. “If Mao was here he would hit the 
Americans,” people say. Or, as the Beijinger put it, 
“Chairman Mao had big balls.” 

In many ways, the largely positive reviews Mao 
still gets from ordinary Chinese are testimony to 
the Communist Party’s success in controlling 
debate and preventing the emergence of real pub- 
lic discourse on China’s recent history. 

Last month, though, Kaifang magazine in 
Hong Kong published an article by six promi- 
nent Chinese writers and party critics appealing 
for Mao to be finally laid to rest in his home town 
of Shaoshan in Hunan province. Until that’s done, 
said the writers, China will never cure itself of 
the ills inflicted on so many people by decades of 
party rule. Removing Mao's body from Beijing, 
they wrote, would “help extract the poison planted 
in the soul of the Chinese people,” by Maoist ide- 
ology and be a first step towards, “resolving the 
national grief of Chinese people.” 

A sensible argument, you might think. After all, 
for most people outside China, Mao—along with 
Adolf Hitler and Josef Stalin—is one of the mon- 
sters of the 2oth century. And, as the authors in 
Kaifang pointed out, most of the world’s other pre- 
served national leaders—the former Soviet Union's 
V.I. Lenin and Stalin, Vietnam's Ho Chi Minh and 
North Korea’s Kim I] Sung—led countries that 
“were or are ruled by communist parties, making 
this a genuine ‘characteristic’ of socialism!” 

Yet in the eyes of many Chinese, Mao remains 
the man who made their country stand up in 1949. 
Asked by the Review about the idea of moving Mao, 
the director of the Beijing Commission on Urban 
Planning was taken aback. “Strange and unbe- 
lievable,” he said. DAVID MURPHY 
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Books: MONGOLIA 


Steppes in Fiction 


Mongolian author Luvsandamba Dashnyam turns to history for inspiration and finds it 
in the life of Esuhei Khan, the father of Genghis, writes Michael Standaert 





Jeremy Nicholl/Alamy Images 


WHETHER IT IS the art of politics, the art of literature or the 
art of scholarship, one concern dominates the mind of 60-year- 
old Mongolian writer Luvsandamba Dashnyam. “When I was 
a child,” says the author of more than 30 books of poetry, fic- 
tion and scholarship, “I daydreamed of becoming educated and 
doing great things for my country.” 

Before Dashnyam ventured into politics, before he became 
a scholar, he immersed himself in the art of storytelling that 
surrounded him like the wind on the steppes. “In my coun- 
try, people who do not write poetry or sing songs are rare,” he 
says. “Marco Polo wrote that Mongolians spoke with such 
astonishing wisdom, using language as beautiful as flow- 
ers. Poetry and music are our 
national specialities.” 

Dashnyam recently pub- 
lished a historical novel that 
had weighed on his mind for 
many years: Hero Esuhei, about 
Genghis Khan's father, a sub- 
ject few had written about 
before. “In my country, we call 
the 13th century the age of the 
Mongolian empire. I wanted 
to draw scholars’ attention to 
the connections between this 
era and other, less well- 
researched eras.” 


STORYTELLER: Dashnyam 


58 Far Eastern Economic Review 





MISTS OF TIME: Mongolian 
riders at an annual festival race 
across the plains as 

Esuhei Khan once did 


Compared to his son Genghis Khan, Esuhei’s life has long 
been shrouded in obscurity. There was, however, one source 
in The Secret History of the Mongols, which is an epic every Mon- 
golian history scholar knows well, Dashnyam explains. The 
epic mentions Esuhei four or five times. 

“I went through a lot of historical material relating to the 
Mongolian hero Esuhei,” Dashnyam says. “I accumulated 
the documents for the book little by little, sometimes adding 
only a couple of sentences. No one had ever broached this 
topic before.” 

As the story took shape, it became clear to Dashnyam that 
while Esuhei’s son, Genghis, became a famous conqueror, 
Esuhei Khan had given his son not only life, but also wisdom, 
the means to achieve his victories and the ability to exist in 
his world. In fact, Dashnyam says, Genghis Khan's grandson, 
Kublai Khan, who has a prominent place in world history, 
called his ancestor, Esuhei, “the founder of a powerful state 
and the first wise Khan.” 

Esuhei was an astute politician, too. He formed an alliance 
with Tooril Khan, who at the time was the ruler of the most 
powerful and cultured province in Mongolia, Dashnyam 
relates. In order to unite Mongolia’s most advanced provinces, 
Esuhei Khan made strategic marriages for himself and for his 
nine-year-old son, thereby setting up the conditions that would 
allow Genghis Khan to become a powerful emperor. 

Most importantly, Dashnyam says, Esuhei taught his son 
to value courage wherever he found it, even among his enemies. 
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Esuhei’s legacy of great wisdom stemmed from his abil- 
ity to appreciate his enemies’ capabilities and to pardon 
them. “Esuhei’s former enemies became his strong allies. 
And having learned from his father, Genghis Khan was able 
to turn his defeated foes into some of his best warriors,” 
Dashnyam says. 

Genghis Khan's childhood name, Temujin, was the name 
of Esuhei’s sworn enemy, the Tartar warrior Temujin-Oge. 
“Esuhei’s decision to give his oldest son an enemy’s name 
went against the traditions of his time,” Dashnyam says. By 
breaking with this strict tradition, Esuhei demonstrated what 
kind of historical figure he would become. 

“I wrote this book not as an inventory of historical doc- 
uments, but as a story that arises out of the foundations of 
history and its comprehension. I wanted to create a literary 
work that would serve as a meditation on events. I think I 
was able to reconstruct the life, 
views, thoughts, and spirit of Esuhei 
and make them clear to the reader.” 

Dashnyam hopes that someone 
will translate this book into Eng- 
lish, for it is an important part of 
his own and his country’s heritage. 
He often talks like a man wearied 
by the thought that time is devour- 
ing his dreams. 

“I worry that our traditions, our 
intellectual and spiritual heritage 
accumulated over thousands of 
years will be lost,” he says. “Many 
people are too preoccupied with 
their own desires. Many think only 
today matters, and don't care if the 
world ends tomorrow. 

“Recently in Mongolia there 
have been many natural disasters 
... droughts, harsh winters, floods 
and fires. But manmade disasters 
+ have been even more detrimental. 
Because of greed, people are harm- 
ing the natural world. In some areas 
all the trees and wild animals are 
gone,” he adds. 

Though he celebrates Mongolia and its people in much of 
his writing and life, at his heart he is becoming increasingly 
pessimistic: “While I have great faith in the creative ability 
of the Mongolian people, I am very anxious about their 
destructive capacity.” 

From his countryside beginnings in the agricultural region 
of Arkhangai, Dashnyam dreamed, but never imagined, how 
far he would go or how much his country would change in 
the past half-century. His father died when he was 13, leav- 
ing his mother to raise eight children alone. 

Life in the country was hard and primitive then, as it still 
is today. In his late teens, he moved to Moscow to study, explain- 
ing that with his rural education he had to strive to catch up, 
as well as to learn Russian. It was here he began to notice the 
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GENGHIS KHAN: Just like his father 


| InReview 


ESUHEI KHAN HAD GIVEN HIS SON 
NOT ONLY LIFE, BUT ALSO WISDOM, 
THE MEANS TO ACHIEVE HIS 
VICTORIES AND THE ABILITY TO 
EXIST IN HIS WORLD 


many differences in the world, in politics, culture and life. 

“Under communism, Mongolian citizens grew more 
healthy, literacy increased and the standard of living rose,” 
he says. “But real independence was not achieved, civil liber- 
ties were restricted. Intellectual life was taken over by propa- 
ganda. Our economy was dominated by Russia. We didn't have 
the authority to develop ourselves. Until 1990, our country was 
closed to the rest of the world. Our 
minds were not free.” 

Dashnyam himself played a cen- 
tral role in the transformation of his 
country from communist to demo- 
cratic state during the early r9g0s. 
He was one of the staunch ideologi- 
cal leaders of the Mongolian pro- 
democracy movement, served as 
vice-speaker in the fledgling Ardyn 
Ikh Khural, or parliament, for two 
years, and in 2001 ran for president 
as the candidate for the moderate 
centre-right Civil Will Party. Cur- 
rently he is president of the Mon- 
golian Knowledge University in Ulan 
Bator, one of 200 such private uni- 
versities that have sprouted in that 
city of 800,000 people. 

From ancient history to the pres- 
ent, Dashnyam’s mind wanders the 
expanses. From his hotel room in 
Iowa City, lowa, where he was a par- 
ticipant in the International Writing 
Programme this past autumn, he 
seems pleased with the chance to 
get away from his political and scholarly work for two 
months of unadulterated writing. At the same time, he 
seems preoccupied with his home and yearns to return. 
There is too much unfinished business. 

“We must continue to think in terms of our country, our 
people, and our society as a whole,” he claims, gazing in the 
direction of his homeland. “Today there is much corruption 
in Mongolia. Our justice system is not working in a fair and 
impartial way. More than a few young people have become 
idle and lazy. They steal and spend their easily found money 
on wine and vodka. Many young people want to go abroad 
as quickly as possible, instead of accomplishing things in their 
own country.” 

Perhaps his work on Esuhei Khan will set an example. = 

Michael Standaert is a writer based in Iowa City 
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The Apogee of Oddness 


Only one country in Asia qualifies as the centre of singularity, the pinnacle 


of perversity, the summit of strangeness 


AFTER A DARK YEAR of war and killer disease, 
people are contacting me for the answer to the 
most burning question facing humanity today. “O 
Travellers’ Tales Man,” they chant in unison. “So 
which is the world’s wackiest country, then?” 

India, with its laughing clubs and divine 
potatoes, leaps to mind. But then I look at the 
mountains of letters and cuttings from China. 
Or I consider the institutionalized oddness of 
the Philippines. 

Fact is, the world capital of weirdness moves all 
the time. One can only pinpoint its precise position 
by having a massive network of people trained to 
identify instances of communal absurdity. We're 
talking, of course, about letters from you, the Trav- 
ellers’ Tales readership. In which case, the winner 
of the title of 2003 Wackiest Country of the Year can 
only go to... (extended drum roll) . . . Japan. 

Yes, in Junichiro Koizumi s marvellously enter- 
taining cluster of islands in the north of Asia, the 
absurdity never ends. 

For example, just days ago, a counterfeiter 
produced a batch of fake large-denomination 
banknotes. In most countries, people use fake cash 
to buy stuff with. But the Japanese forger gave it to 
the gods at a shrine in Ishikawa prefecture in 
exchange for a divine blessing of his activities. 
It’s an interesting paradox. The gods should be flat- 
tered and insulted at the same time. That incident, 
which took place on New Year’s Eve, capped a year 
of bizarreness in Japan. 

In July, mugger Takao Hirose successfully stole 
a wallet containing ¥1,000 ($9.30) from a man sit- 
ting on a bench in Fukuoka prefecture. But he acci- 
dentally left behind his own wallet—an ¥80,000 
designer one containing ¥40,000 in cash. “I was 
so intent on getting away that I didn't realize I’d 
dropped my wallet,” Hirose later told police. A few 
more successful robberies like that, and he would 
have been bankrupt. 

That crime took place shortly after another one 
worth remembering. A robber named Akihito Mat- 
suzaki snatched a bag from a pensioner in Ota-ku, 
Tokyo. Unfortunately, he chose the same precise 
time and place for his activities as the organizers 
of a large-scale police drill. Scores of anti-robbery 
officers were patrolling the district to try out quick- 
response techniques. Matsuzaki conveniently pro- 
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vided some real-life practice for them. The police should really 
have paid him a fee. 

Also in 2003, the “health springs” resort town of Kira in Aichi 
prefecture was shamed when the Mainichi Shimbun revealed that 
the healing pools were actually filled with tap water. Officials 
admitted that the town's magical well dried up more than a decade 
ago, but they decided to keep the “curative baths” going by fill- 
ing them up from the tap. Hundreds of thousands of people visit 
every year, so the pointed lack of “miraculousness” in the water 
doesn't seem to have made much difference. 

To be honest, Japanese officials frequently exhibit thought 


BY NURY VITTACHI 


HAVE A TALE TO TELL? 
Call (852) 2831 2502, 
fax (852) 2503 1530, or 
write to GPO Box 160, 
Hong Kong. 

By e-mail: tales@feer.com 


processes that differentiate them from civil 
servants elsewhere. For example, a Fisheries 
Ministry panel was asked to consider what to 
do with whales which beached themselves on 
Japan’s shores. They concluded that they 
should be eaten. 

I’m glad to say that Japan can be odd in 
highly positive ways, too. When a schoolgirl 
on her way to her exams accidentally boarded 
an express train going in the wrong direction, 
thousands of train travellers voted for it to be 
halted so that she could get off. “It was for the 
girl's future,” a Japan Railways spokesman 
told the Mainichi Shimbun. 

Truth is, it is impossible not to love a 
country so endearingly eccentric as Japan. 
One can only hope the gods continue to smile 
upon it. Anyone “Up There” need any more 
fake banknotes? 
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CEO CALL 





WHEN Liu FAN grew anxious that his single 
male employees—many living far from home— 
felt lonely working at his car-parts plant on the out- 
skirts of Chengdu, he started to organize monthly 
parties for them. He'd invite female workers from 
nearby factories so that his workers, most of them 
men in their 20s, could meet young women of 
their own age. 

Taking care of his workers is a priority for Liu, 
and human-resource management is one of the 
favourite parts of his job. As a measure of his pop- 
ularity, Liu is invited to all staff weddings—on 
average about two each month. And he’s become 
the local lender of choice. If newlywed employees 
need to buy items for their homes, he will lend 
them a little cash. If his employees’ health insur- 
ance doesn't fully cover their medical expenses, he 
will make up the difference. “I really try to under- 
stand my workers,” says the 35-year-old entre- 
preneur. “I like to have heart- 
to-heart talks with them.” 

Liu makes cylinder blocks 
for mini-van engines in 
China’s western Sichuan 
province. Now he is moving 
into the higher-margin busi- 
ness of producing engine 
blocks for cars and has started 
making prototypes for a hand- 
ful of companies. His private 
enterprise, Chengdu Zheng 
Heng Automobile Parts, churns 
out 300,000 engine blocks each 
year. That number is set to grow 
to 500,000 by the middle of next 
year when a second production 
line with equipment imported 
from Germany kicks in. 

China’s car market is the 
fastest growing in the world, 
exceeding growth forecasts year 
after year. China is also one of the 
world’s biggest car-parts makers. 
That presents opportunities and 
challenges to small and 
medium-sized players like 
Liu. More than 120 small 
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LIU FAN, Chengdu Zheng Heng Automobile Parts 





From Crad e to Grave 


ether it’s finding dates for them or helping out with 
gives investing in people a whole new meaning 


companies compete in China’s domestic car-parts market, 
and officials predict there will be consolidation into a handful 
of big groups that will be more able to compete for a share of 
the world market. “The competition is very tough,” concedes 
Liu. “If I don't stay ahead, I'll fail.” 

Liu says one way he competes is by keeping his prices about 
20% below those of his competitors. But his other rule of 
thumb, he says, is “keeping my word—otherwise people won't 
believe me.” He invests about $60,000 annually in training his 
staff, only 15% of whom have degrees. Of his 500 employees, 
about 80% are polytechnic graduates and 30 are engineers and 
senior technicians. 

“It’s really the people that make small and medium-sized 
enterprises work, and he’s one of the best we've met,” says William 
Beloe, business-development officer at the International Finance 
Corp.’s China Project Development Facility in Chengdu. “He 
knows his market and he’s growing very quickly.” 

Liu used to work at another Chengdu-based car-parts maker 
called the Rongxin Group. After graduating from Kunming Indus- 
trial University with a degree in metal-materials engineering, Liu 
quickly rose through the ranks, and following a three-month 
course in industrial-enterprise management at Japan’s Osaka 
University, he was promoted to company vice-president. 
But what Liu really wanted was to set up his own 
business. In 1997 he invested $25,000 of his own 
savings and an equal amount from friends and 
equipped a rented factory with cylinder-block- 

making tools. He paid back the loan in three 
years and the business became profitable in. 
2001. In 2002, Chengdu Zheng Heng 
posted profits of $1.2 million on rev- 
enues of $7.3 million. Liu 
forecasts profits will jump to 
$2.5 million on revenues of 
$19 million in 2003. 
The son of poor farmers, 
Liu likes mountain climbing, 
surfing the Internet and 
reading in his spare time. He 
now has his sights set on 
even bigger targets. “In 10 
years I hope to be one of the 
world’s top car-part suppli- 
ers,” he says. “I can do that 
if I’m credible, diligent and 
have courage.” 


TRISH SAYWELL 
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ao wes are the only 
me o0% Á worth talking 
rE the FTAs Australia 
has s dits Asean neighbours 
show, to some extent, that the con- 
cerns outlined in the article may not 
be as serious as suggested. Both deals 
struck are consistent with, and sup- 
portive of, the multilateral trading sys- 
tem. First, they support the wider lib- 
eralization process in the Asia-Pacific 
Economic Cooperation grouping, con- 
sistent with its goals of free and open 
trade and investment as outlined by 
the Bogor commitment. Next, they 
underpin all three nations’ commit- 
ment to the goals of the World Trade 
Organization to create an open and 
free global trading system by com- 
plying with WTO rules. 

It is also worth noting that Aus- 
tralia’s FTA with Thailand includes 
agricultural products, albeit seemingly 
to Australia’s advantage. 


KATE HARRIDEN 
Kingaroy, Queensland 








Cuina’s CLAIMS 

In his letter, Taiwan History Lesson 
i»[Nov. 13], Michael Ng-Quinn gives the 

impression that China’s sovereignty 

claim over Taiwan is legitimate. 

Even if we agree that his China is 
the People’s Republic of China, his old- 
fashioned idea of sovereignty still can't 
help legitimize China’s or the PRC’s 
claim, because Taiwan has never been 
ruled by either. 

China’s sovereignty claim over 
Taiwan is based on the Chinese gov- 
ernment’s uniquely hegemonistic view 
of history, which allows it to hold 
sovereignty claims over many periph- 
eral regions such as Tibet and the 
Spratly Islands. It is a “whatever-I- 

r touch-is-mine” sovereignty claim. 
SAMUEL WU 
Coral Gables, Florida 
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prised, though, that no one mentioned 
my candidate for the best book of the 
year: Amy Chua’s World on Fire: How 
Exporting Free Market Democracy Breeds 
Ethnic Hatred and Global Instability. 
Anyone interested in better under- 
standing how ethnic resentment com- 
plicates political and economic liber- 
alization in developing countries will 
enjoy this thoughtful book. 


RUSSELL PITTMAN 
Takoma Park, Maryland 


UNREALISTIC 

So the main character in the Uzma 
Aslam Khan novel, Trespassing, realizes 
that America isn't as free as it pretends 
to be. [Trespassing in Pakistan, Nov. 27.] 
That much I understand and can even 
agree with. But the character reaches 
that conclusion through his exposure 
to America’s media and universities, 
both of which are institutions that are 
inherently culturally relativist? That 
part, I don't get. 

Then, the student gets thrown out 
of class for expressing an opposing 
viewpoint? That sounds like no col- 
lege I know of, short of a military 
academy or religious school. (I am 
intimately and broadly familiar with 
American academia.) A journalism 
professor, in particular, would far 
more likely want the Muslim student 
to be a guest lecturer on how the 
media misrepresents Islam and its 
adherents than to prohibit debate on 
the topic. 

A novel, like all fiction, requires 
some suspension of disbelief on the 
part of readers. But the author needs 
to provide the reader with a believable 
premise on which to base that sus- 
pension. This novel seems not to 
do that. 


THURSTON SMITH 
Manchester, Massachusetts 
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: Fires in Thailand’s Souk 


How not to push local militants into the arms of regional terror groups 


AFTER THE RAIDS earlier this month in southern Thai- 
land, Prime Minister Thaksin Shinawatra was quick to attribute 
the violence simply to criminals. A week on, confusion remains 
about who is to blame for the torching of 20 government schools 
and a raid on an army base where more than 100 weapons were 
stolen, leaving four soldiers dead. The temptation has been to link 
the attacks to outside terrorist groups, such as Jemaah Islamiah, 
and to place them within the context of international terrorism. 
Yet given the history of the mostly Muslim region, where organ- 
ized-crime groups are deeply entrenched in illegal trades ranging 
from arms-smuggling to human-trafficking, Mr. Thaksin's initial 
instinct could turn out to be right. (See related article on page 12.) 

Thailand’s southern provinces are poor and predominantly 
agricultural. While money has poured into tourism centres like 
Phuket and Pattaya, hardly any foreign tourists ever venture into 
this part of Thailand. 

The regions Muslim population has never been comfortable 
with rule by the Buddhist centre in Bangkok, sparking a sepa- 
ratist movement in the 1970s and 1980s. Although thousands 
of fighters put down arms in the late 1980s, unrest stirred anew 
recently. All this has prompted both domestic and foreign 
investors to continue to shun the area, casting it even further 
behind the rest of the country. And because there aren't enough 


government schools in the area, hundreds of Islamic schools 
fill the gap. Those schools now are the focus of attention as some 
imply they may be aiding militant activities. Still, without evi- 
dence of this being made public, there will be suspicion that 
authorities are overreacting and mistaking their own south- 
ern provinces for more radical areas of Asia. 

These days, there is a danger of too quickly ascribing larger 
agendas to what are essentially local problems, tragic and serious 
enough as they are. Indeed, the raids in Thailand do not fit prece- 
dents set in the Bali bombings and the attack on the JW Mar- 
riott Hotel in Jakarta; they weren't targeted at foreigners or the rul- 
ing elite. The schools were set ablaze at night, when there was 
no one around. Might they not have been meant as a diversion 
from the raid on the military base and the theft of the weapons? 
Given local history, the guns could have been stolen for black- 
market sales. This is not to minimize the raids or the terrible loss 
of lives, but there appears to be enough local issues involved 
that we need not go looking for broader motives. 

Jemaah Islamiah likely is sniffing around southern Thai- 
land; the area could be fertile ground for its plans. The challenge ~ 
is to not allow it to establish a beachhead. And the last thing any- 
one should want to do is to push local groups closer to its 
embrace by making imprudent connections. # 


Sssh e e o Vietnam makes death-penalty statistics a state secret 


It’s NOW ILLEGAL to report statis- 
tics on the death penalty in Vietnam. 
According to news that recently surfaced, 
such information is a state secret. The 
decision to hush up death-penalty sta- 
tistics may have been sparked by inter- 
national criticism of Vietnam, where 27 
offences are punishable by death. Accord- 
ing to Amnesty International, which 
monitors official Vietnamese media, 
“over 100 people were given the death 
sentence and more than Go people were 
executed in 2003,” and that “both figures 
represent an increase of at least 100% 
over the previous year.” 

We will leave for another day argu- 
ments over whether death sentences are 
morally justified. The issue in Vietnam, 
rather, is that, first, they can be meted out 
for crimes rarely punishable by death in 
other countries. 


In a report released last year, 
Amnesty listed seven cases in Vietnam 
of death sentences and executions for 
economic crimes such as “defrauding 
and appropriating public property,” 
smuggling counterfeit banknotes and 
embezzlement. Certainly, these are seri- 
ous crimes. But are they capital offences? 
Beyond economic crimes, the United 
Nations Human Rights Committee 
observed in 2002 that “the definition 
of certain acts such as opposition to 
order and national security violation, for 
which the death penalty may be 
imposed, are excessively vague . . .” 

Which leads to our next point. In 
December, a former journalist with the 
state-run Journal of Communism was sen- 
tenced to seven years in jail on espionage 
charges. This, apparently, for posting an 
article on the Internet criticizing the gov- 


ernment. Reportedly, he faced a sentence 
ranging up to the death penalty, yet 
details of the trial were sketchy. To our 
mind, any trial where a death sentence 
is even remotely possible is a serious 
affair. But on top of a trial system lack-., 
ing adequate transparency, Vietnam 
imposes another layer of opacity by ban- 
ning reports on death sentences. 
Already, as Amnesty says, defendants 
don't have the right to choose their own 
lawyers. And while a counsel is assigned, 
this is, it says, “often not until the very 
last moment before their case is heard. 
The defence is not allowed to call or 
question witnesses .. .” 

This leads us to think that Hanoi is 
missing the point. Rather than have more 
information hidden, what Vietnamese 
justice needs, for a start, are reforms that 
offer greater transparency of trials. = 
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Ethnic Tension 


Flares In Shandong 


Ethnic tensions are simmering in part of China’s northeast- 
ern Shandong province after a riot on December 25 by the 
Muslim Hui minority. Up to 700 Hui rampaged through Mei 
township's main street, beating young men and looting stores, 
factories and restaurants, according to Han Chinese residents 
of the town in Ling county, about an hour’s drive from the 
provincial capital, Jinan. They say a tricycle driver was killed 
in the melee when his loaded vehicle was turned over. The 
incident began with a dispute in a restaurant that spilled 
into the street and led to a five-hour stand-off between rival 
mobs of stone throwers, Han Chinese residents say. They 
accuse police of failing to intervene. “Hui society is nothing 
less than gangsterdom but the officials only want to cover 
things up. Something’s going to happen if they don't take 
action,” the manager of a local business told the Review by 
telephone. But local officials say less than 20 people were 
involved. Says a provincial reporter: “We are not allowed to 
report such incidents . . . conflict between nationalities is taboo 
for Chinese media.” Ethnic violence is not new to the province. 
In December 2000, five Hui were killed and 40 injured in a 
confrontation with police in a neighbouring county, the Hong 
Kong-based Information Centre for Human Rights and 
Democracy reported at the time. In October, Minister of Pub- 
lic Security Zhou Yongkang visited the region and urged police 
to “work to resolve all contradictions and mediate all disputes” 
at the grass-roots level. 


JAKARTA CHURCHES ‘FORCED TO CLOSE’ 

A Christian news service claims Muslim groups in Indonesia 
are taking advantage of a government decree issued in 2002 
to close several churches and prevent new churches from 





RELIGION: A girl worships in Jakarta, where churches are closing 
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obtaining premises in Jakarta. A Compass Direct News Ser- 
vice report on January 12 said the Indonesian government's 
Letter of Decision No. 137 allows for churches in the capital 
to be closed down—even if they have the required government 
permit—should people in the surrounding community object 
to their existence or location. In late 2003, Muslim extremists 
urged several communities in Jakarta to protest against 
churches in their areas, resulting in four church closures, said 
Compass Direct, which carries news of Christians worldwide 
who are persecuted for their faith. It quoted the Rev. Frans 
Simbolon, a local church leader, as saying that Islamic lead- 
ers pressured him to sign an agreement to close his church, 
which had been operating for seven years. A week before 
the church was to close its doors, militants demonstrated in 
front of the building, carrying petrol cans, ready to burn down 
the church if the congregation did not comply, the news serv- 
ice said. It added that congregations meeting in hotels, restau- 
rants, shops and community centres have also reported intim- 
idation by Islamic groups. 


AIRPORT ACRONYM DOGFIGHT 

The company that runs Singapore’s Changi Airport has had 
a lot on its mind over the past year, what with declining traf- 
fic as a result of Severe Acute Respiratory Syndrome and 
terrorism fears. Now Singapore Airport Terminal Services 
Ltd., or Sats, has another problem: some media organizations 
have been taking its name in vain. In early January, Sats 
released a statement to the media requesting a “clear differ- 
entiation from [its] neighbour.” It seems some media had 
taken to referring to Senai Airport Terminal Services, the com- 
pany that manages Senai Airport in the neighbouring 
Malaysian state of Johor, as Sats as well. The Singapore com- 
pany explained that it has been known as Sats for more than 
30 years while Senai’s company is “recently established.” To 
avoid confusion, it suggested that media refer to the Malaysian 
company using another acronym. “We are pleased to note that 
some media organizations have already been using a differ- 
ent acronym when referring to Senai Airport Terminal Ser- 
vices—Seats,” said the Singapore company. The Senai com- 
pany’s Web site makes clear its preference—virtually all its 
press releases refer to it as Sats. The two airports are already 
battling for seats as low-cost carriers try to attract Singa- 
poreans across the border. Is the Singapore company now 
trying to start a fight over Seats? 


CHINESE HERITAGE SITE SAVED For Now 
Conservationists in China appear to have scored a rare victory 
in their efforts to protect one of the country’s most remark- 
able historical sites. Authorities in Sichuan province have sus- 
pended work on a secondary dam related to the construc- 
tion of a dam for a 760-megawatt hydroelectric plant at Zip- 
ingpu on the Min River, according to an official with the State 
Administration of Environmental Protection. The second- ` 
ary dam, called Yangliuhu, was to be sited near the Dujiangyan 
irrigation and flood-control system, which was built in the 3rd 
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century B.C. and still controls the waters of the Min River, dis- 
tributing it to surrounding farmland. Dujiangyan has been 
nominated as a Unesco World Heritage site and is a major 
tourist draw. Historians, conservationists and environmen- 
talists feared the dam would end the 2,200-year-old work- 
ing life of the irrigation system. Proponents of Yangliuhu 
within the power industry say that the secondary dam is 
necessary to maximize the power output of the main dam and 
claim that it will help to ease flooding in the area. The sec- 
ondary dam is down but not out: “The ban is only effective 
within the tenure of the current provincial government,” 
warns the official, who declined to give his name. 


HONG Kone’s GREAT PRAGMATIST 

Hong Kong’s Secretary for Constitutional Affairs Stephen Lam 
is widely acknowledged to have two key qualities that have 
assisted his rise through the ranks of the 180,000-strong civil 
service. Like any good bureaucrat, Lam, a British-educated bar- 
rister, is said to have a highly developed sense of the prevail- 
ing political climate, a skill that has contributed to his successful 
career under both British and Chinese rule. He also has a 
photographic memory, a considerable advantage in recalling 
key facts and figures to support an argument. Keen observers 
of Hong Kong politics note that both qualities appeared to be 
on display as Lam fended off media questions in the territory 
on January 2 about the growing pressure for democracy in 
Hong Kong. In reminding reporters that the final say on 
any political change rested with the government in Beijing, 
Lam trotted out almost exactly the same phrases as four main- 
land legal experts had used a month earlier when quoted by 
China’s official Xinhua news agency. 


Timor HIT sy PERTAMINA’s SUBSIDY CUTS 
Indonesia’s decision to cut fuel subsidies to state oil pro- 
ducer Pertamina has led to a big fuel-price hike in neigh- 
bouring East Timor. East Timor relies on Pertamina for its 
petrol supplies, but diplomats and businessmen in Dili 
say petrol prices leapt from 40 cents to 48 cents a litre in 
December, causing widespread hardship in southeast Asia’s 
most impoverished country. Taxi drivers are feeling the 
squeeze and have passed on the fuel hike to disgruntled pas- 
sengers. Civil servants are also finding it difficult to pay 
for fuel for government-provided cars. But the biggest 
impact has fallen on the dilapidated national power grid. 
Western businessmen in Dili say power cuts and black- 
outs have become noticeably worse since the removal of the 
subsidy. “I live in Marconi, a suburb which is close to the 
embassies and I have no power from midnight until five 
or six in the morning,” says one foreign resident. Com- 
pounding the fuel-subsidy issue has been the failure of many 
East Timorese private householders and businesses to pay 
their electricity bills. The result has seen the power supply 


(in Baucau, Timor’s second-largest town, cut repeatedly since 


New Year. The district capital of Viqueque has been plunged 
into darkness since December. 
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PRAGMATIST: 
Stephen Lam’s skills 
have helped him 
thrive under Chinese 
and British rule 
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Abdullah Starting To Make Changes 


Malaysia’s Prime Minister Abdullah Badawi is 
shaking things up less than three months after he 
replaced Mahathir Mohamad. First he paid a cour- 
tesy call on Singapore’s Prime Minister Goh Chok 
Tong and briefly discussed long-standing disputes 
between the neighbours over things like the price 





VISIT: Abdullah 
(front) and Goh 


SOUTH KOREA 


,_ of Malaysian water and the Sin- 
gapore military’s use of 
Malaysian airspace. Abdullah 
also said he planned to make 
open bidding the norm in 
awarding government contracts, 
which would answer a long- 
standing complaint by outsiders 
about Malaysia’s opaque system. 
And then, while he defended 
the country’s five-year-old cur- 
rency peg to the U.S. dollar, he 
said Malaysia would rein in 
development spending. 





The chairman of the nation’s 
third largest conglomerate, SK 
Group, was arrested on charges 
of embezzling more than 1 
trillion won ($839 million) from a 
unit of his group, SK Shipping. 
Son Kil Seung, 62, was charged 
with drawing about 788 billion 
won from the company between 
April 1998 and August 2002. He 
said the money was lost on bad 
futures investments, but prose- 
cutors are investigating how it 
was used. He is also charged 
with diverting another 249 billion 
won from SK Shipping to SK 
Group in 1998. Son was sen- 
tenced seven months ago to a 
three-year jail term, which was 
suspended, for his role in a 
separate accounting case 
involving SK’s trading arm, SK 
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Global. The recent arrest can be 
seen the context of a broad 
move by the government to 
clean up the nation’s chaebol, or 
large business groups. Further 
moves are expected. 
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SON KIL SEUNG: New trouble 


div 


UNITED STATES-INDIA 


Washington announced a 
decision to relax controls 
over technology exports 
to India, allowing previ- 
ously banned civil nuclear 
and space equipment to 
be sent to India. Presi- 
dent George W. Bush said 
the countries will also 
accelerate their talks on 
missile defence. “Our 
relationship is based 
increasingly on common 
values and common 
interests,” said India’s 
Prime Minister Atal 
Behari Vajpayee. 


THAILAND 


Central bank authorities 
intervened to stop the 
rapid appreciation of the 
Thai currency, the baht, 
which hit a three-and-a- 
half-year high against the 
U.S. dollar on January 12. 
At its highest, the baht 
reached a point where 
less than 39 baht would 
buy $1. Thailand’s 
exports grew nearly 20% 
last year, but Thai offi- 
cials fear that the 











FIRE SWEPT through a 
Manila slum, burning 
more than 2,500 mostly 
ramshackle structures 
and leaving more than 
20,000 people home- 
less. Built on the city’s 
old garbage dump, the 
narrow streets of the 
Tondo area hampered 
firefighters. There were 
no deaths. There have 
been several serious 
fires in the slum in 
recent years, and some 
people hope the most 
recent one will open the 
way for urban renewal. 


stronger baht will make 
many Thai goods less 
competitive relative to 
other Asian currencies, 
which have generally not 
appreciated as much or 
as rapidly as the baht. 


SINGAPORE 


The world’s No. 2 maker 
of computer equipment, 
Hewlett-Packard, said 
that it plans to invest $1 
billion over the next five 
years on new manufac- 
turing facilities to 
increase its presence in 
Singapore. The company 
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already employs 6,000 
workers in Singapore, 
and said it will use the 
new investment to 
“enhance our current 
investments.” The 
company cited cost 
savings as the reason for 
shifting production of 
high-end computer 
servers to Singapore. 


The ruling Bharatiya 
Janata Party, riding high 
after a successful summit 
in Pakistan that included 
a meeting between 
India’s Prime Minister 
Atal Behari Vajpayee and 
Pakistan’s President 
Pervez Musharraf, wants 
national elections to be 
held by April. The govern- 
ment is set to present an 
interim budget to parlia- 
ment by the end of 
January. Once it is 
passed, Vajpayee is free 
to dissolve the 543-seat 
lower house of parliament 
and call for elections. 
India’s independent 
Election Commission said 
it could be ready for polls 
by March. 


PHILIPPINES 


About 50 rebels attacked 
a power station south of 
Manila with grenade 
launchers and machine 
guns. Three rebels and 
three soldiers were killed 
in the assault. The rebels 





were turned back at the 
gate to the power plant. 
In the aftermath of the 
attack, spokesman 
Gregorio Rosal of the 
New People’s Army, the 
communist guerrilla 
group responsible, held a 
press conference to 
justify the group’s raid. 


SRI LANKA 


President Chandrika 
Kumaratunga acknowl- 
edged that she held an 
undisclosed swearing-in 
ceremony in 2000 to give 
herself an extra year in 
office. Her term now 
extends to 2006. At the 
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TO 2006: Kumaratunga 


time of her official 
swearing-in in 1999, the 
understanding was that 
her six-year term would 
end in 2005. She said 
that her actions were 
constitutional and her 
swearing-in ceremony in 
2000 was not secret, 
though she admitted that 


HI-TECH: Rebel Rosal defends attack 





only two other govern- 
ment officials were 
present at it. 


SOUTH KOREA 


Creditors of the nation’s 
largest credit-card 
company, LG Card, 
agreed to a 3.72 trillion 
won ($3.2 billion) bailout 
that solves the com- 
pany’s short-term liquid- 
ity problems but may not 
be enough in the long 
term. On the plus side, 
the injection of capital 
will allow LG Card to 
continue operating. It 
was the second time in 
three months that the 
company has been bailed 
out. But analysts wonder 
whether the latest 
infusion is more than just 
a Band-Aid. 


PAKISTAN 


Prime Minister Zafarul- 
lah Khan Jamali visited 
Afghanistan and pledged 
Pakistan’s cooperation 
on issues ranging from 
trade to terrorism. 
Pakistan had been a 
close ally of the Taliban 
government, which was 
forced out of power by 
an American-led inva- 
sion two years ago. 
Jamali’s visit was the 
highest-level visit by a 
Pakistani official to 
Kabul since then. 








Police have arrested nine 
people in connection with 
a failed December 25 
assassination attempt on 
President Pervez Mushar- 
raf. The nine were nabbed 
in a raid on an Islamic 
school in the eastern city 
of Lahore. The assassina- 
tion attempt was the 
second of two failed bids 
to kill Musharraf in 11 
days in December. 


BIRD FLU: In 


Vietnam and 


throughout 
Asia, officials 
scrambled to 
stop a recent 
outbreak 





BIRD FLU STRIKES 
Fear is in the air as Vietnam, South Korea and 
Japan scramble to control a fresh epidemic of 
bird flu. So far, Vietnam appears to be the — 
only country where the dreaded H5N1 avian ~ 


influenza is afflicting humans: On January 13, _ 


the World Health Organization announced that 
two Vietnamese children and one adult had died 
of the disease. F 

Health authorities, agricultural experts and 
business analysts across Asia are keeping close 
watch on the unfolding drama. The big ques- 
tion is whether human-to-human transmission 
will be detected. If that happens, “the ensuing 
virus would then be highly pathogenic and trans- 
missible,” says Shigeru Omi, WHO’s regional 
director for the western Pacific. 

No one wants to take chances. The epidemic 
has triggered a mass poultry slaughter in all three 
countries. Some farms have been quarantined; 
others have stopped operating altogether. 

Many questions remain unanswered. It is not 
known whether the Vietnamese strain of H5N1 _ 
is the same as the one that killed six people in 
Hong Kong in 1997. The WHO has no evidence 
connecting the outbreaks in Vietnam, South 
Korea and Japan. And why did the Vietnamese 
deaths occur in the north, when the country’s 
poultry stocks in the south are the most severely 
affected? Genetic studies now under way may 
provide some clues. ; 

Overseas consumers might find comfort in 
one fact: Vietnam doesn’t export chickens, 
because its production costs are relatively higher 
than those of its neighbours. Margot Cohen — 
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‘TERRORISM 


Strife Down South 


The spectre of international terrorism is casting a shadow over Thailand’s southern 
Muslim regions. But some political analysts believe the recent unrest could stem from a 
turf war between rogue officials in the military and police 


AFTER A LONG reprieve, Thai troops are 
on the march once again in southern 
Thailand. Spiralling violence in the pre- 
dominantly Muslim south has triggered 
fears among some officials that the 
region's long-dormant Islamic insurgency 
could be revving up again. 

But some Western diplomats, Thai 
Muslim politicians and social activists 
suggest that the recent unrest could 
instead stem from a long-simmering turf 
war between rogue elements inside the 
Thai military and police. 

Unidentified assailants torched 20 
government schools and launched a coor- 
dinated raid on an army arsenal in 
Narathiwat province on January 4, killing 
four soldiers and making off with a large 
cache of arms. The following day, two 
bombs detonated in nearby Pattani 
province; two days later, a band of uniden- 
tified gunmen opened fire on a remote 
police outpost in Yala province. So far, 
no organization—foreign or Thai—has 
taken responsibility for the attacks. 

In the aftermath, Prime Minister 
Thaksin Shinawatra dispatched three cab- 
inet ministers and Thailand’s army com- 
mander to the region and gave them one 
week to identify and capture the culprits. 
That deadline passed without any arrests. 
Meanwhile, Thai security officials have 
provided a list of 18 suspected militants 
to their counterparts in Malaysia. The 
Thais say they believe some suspects may 
have slipped over their shared border. 
Soon thereafter, Kuala Lumpur and 
Bangkok agreed to commence joint bor- 
der land and air patrols for the first time 
since the 19708. 

Thailand’s southern provinces have 
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along history of insurgent activity, fuelled 
mainly by perceptions among Muslim 
Thais—-who make up about 5% of the 
population—that the Buddhist-dominated 
central government discriminates along 
religious lines. That conflict ground to a 
halt in the late 1980s, and only a few small 
splinter groups continued to put up a fight 
into the 1990s. 

Some Thai security analysts believe 
the new spate of violence signals that the 
area’s Islamic insurgency is reviving, pos- 
sibly in reaction to strict new security 
measures put in place by Thai authorities 
in pursuit of the United States-led war on 
terrorism. They include profiling of local 
Muslim leaders and teachers and the sta- 
tioning of heavily armed police officers in 
Islamic schools across the area. The 
recent unexplained murders of at least 
two local Muslim leaders have also raised 
local tensions, social activists say. 


SECURITY CRISIS 

If a militant Muslim movement is 
indeed emerging, it could make south- 
ern Thailand the latest addition to 
Southeast Asian hot spots of Islamic 
extremism, the security analysts say. 
“This could be the beginning of a new 
era of violence in [Thailand’s] south, if 
not handled properly,” says Panitan Wat- 
tanayagorn, a professor of security stud- 
ies. “This represents the first real secu- 
rity crisis for this government.” 

Until now, the government has played 
down the possibility of terrorist activities 
in southern Thailand, blaming bandits 
rather than separatists or terrorists for the 
region's sporadic violence. But the sophis- 
ticated nature of the recent attacks and a 
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well-coordinated assault on an army out- 
post in Narathiwat last April have raised 
official concern that the violence could 
have international links. 

Thaksin and Defence Minister 
Thammarak Issarangkura have claimed 
that some religious schools have 
become breeding grounds for Islamic 
militancy, but have not linked them with 
any foreign terrorist organization. “The 
government is exploring all dimensions 
of the problem, including possible inter- 
national links,” says government 
spokesman Jakrapob Penkair. “We are 
currently investigating the incident and 
will make our policies on real informa- 
tion, not theories.” 

Indeed, the security situation in Thai- 
land’s southern provinces has long been 
murky. Regional intelligence officials say 
that Al Qaeda operative Hambali, also 
known as Riduan Isamuddin, and other 
members of the Indonesian-based radical. 
Islamic group Jemaah Islamiah, took 
refuge in Thailand’s southern provinces 
after fleeing crackdowns in Malaysia and 
Singapore in January 2002. 

Hambali was captured on August 11 
last year in the Thai city of Ayutthaya. Thai 
agents also arrested three prominent 
Islamic leaders in Narathiwat in June and 
charged them in connection with an 
alleged plot to bomb five foreign em- 
bassies. And another small group of 
southern Thai Muslims were detained 
in Cambodia and charged with plotting 
undisclosed terrorist acts. 

Those arrests, it appears, have height- 
ened Thai security concerns about its 
southern region. A confidential report 
compiled last July by Thailand’s National 
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Security Council and seen by the REVIEW 
raises concerns about “a new Islamic 
grouping” in southern Thailand. 

“Through increasing contacts with 
extremists and fundamentalists in 
Middle Eastern countries, Indonesia, 
Malaysia, and the Philippines, they have 
metamorphosed into a political entity 
of significance,” the report says. It also 
says the new group is operating under a 
“secret umbrella” and consists of rem- 
nants of three former insurgent groups: 
the Pattani United Liberation Organiza- 
tion, or Pulo, New Pulo and the Barisan 
Revolusi Nasional. 

Before the latest attacks, Thai intelli- 
gence agents were monitoring at least two 
prominent Islamic leaders who they 
believe provided sanctuary and logistical 
support for Hambali and other Jemaah 
Islamiah members when they passed 
through southern Thailand in early 2002. 
That information came from U.S. officials 
familiar with Hambali’s interrogation 
reports, they say. 

Meanwhile, a senior U.S. diplomat 
said in an interview before the recent 
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attacks that U.S. officials in Bangkok were 
tracking “an emerging trend towards 
more Islamic fundamentalism and polit- 
ical Islam’ in Thailand’s mainly moderate 
Muslim regions. “Islam is changing 
throughout the world, and it is chang- 
ing in southern Thailand,” the diplomat 
said. “The old view that traditional Thai 
Muslims identify first as Thais and sec- 
ond as Muslims is changing.” He concurs 
with Thai intelligence claims that some 
Islamic leaders in southern Thailand have 
links with Jemaah Islamiah. 

The U.S. has plans to establish a new 
diplomatic mission in the southern city 
of Hat Yai, nominally to promote cultural 
exchange initiatives and manage aid pro- 
grammes, according to the diplomat. A 
senior Thai intelligence official who works 
with U.S. Central Intelligence Agency 
officials says the U.S. would also use the 
diplomatic outpost as a logistical centre 
for tracking and gathering intelligence on 
regional terrorist organizations. 

In line with U.S. concerns, the Thai 
government has intensified its security 
measures across the region in recent 


months. In addition to profiling local 
Muslim leaders and placing police guards 
in Islamic schools, the government has 
also placed many districts in the region 
under martial law. And the Ministry of 
Education is drafting a proposal calling 
for greater state control over about 100 
unregulated Islamic schools. 

The government has also recently res- 
urrected the use of volunteer local vigi- 
lante groups—a controversial tactic used 
by the Thai army to combat communist 
insurgents in the 1980s—to patrol and 
gather intelligence. 

Some Thai Muslim politicians believe 
those stepped-up security policies and the 
Thai government's support for the U.S. 
war on terror could inflame tensions. 
“(Southern Muslims] still don’t trust the 
government,” says Den Tohmeena, a sen- 
ator representing Pattani province. “Peo- 
ple think this government is more con- 
cerned with pleasing the U.S. than solv- 
ing local problems.” 

Not everyone is convinced that 
Islamic militants or insurgents are to 
blame for all the recent violence, >> 


ON THE MARCH 
AGAIN: A Thai 
patrol in the 
predominantly 
Muslim southern 
province of Yala 
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however. Some Western diplomats and 
Thai political analysts speculate that com- 
peting cliques of rogue police and army 
officers could have been involved in the 
attacks, for example. They note that Thai- 
land’s south is well-known as a haven 
for organized-crime syndicates involved 
in activities ranging from arms-smug- 
gling to human-trafficking. 

“These networks are well-connected 
and protected by local police, army and 
politicians,” contends Sunai Phasuk, a 
Thai Senate Foreign Relations Commit- 
tee staffer who is investigating the recent 
violence. “You can't rule out the possibil- 
ity that vested-interest groups could have 


Whatever the case, the escalation in 
violence and the government’s firm 
response represents a step backward for 
the region's once-vibrant local democracy 
movement. Many non-governmental 
organizations and religious groups were 
leading the way in implementing vari- 
ous political-reform measures enshrined 
in Thailand’s 1997 constitution and 
aimed at granting more self-governance 
to local communities. 

Hama Mayunu, a social activist and 
head of a community radio station in 
Narathiwat province, fears that many of 
the reforms he and his colleagues have 
championed could be reversed if the gov- 
ernment moves to reassert itself in the 


region. He believes that rogue Thai offi- 
cials could have had a “hidden hand” in 
the recent unrest. “Was it outside insur- 
gents or the military? Villagers aren't sure 
what to believe,” says Hama in a tele- 
phone interview. “But many people are 
now scared to leave their homes.” 
Relative stability provided impetus last 
year for Thaksin to decommission two 
army-led security agencies established in 
the 1980s and hand security over to the 
local police. Now, some security analysts 
and opposition politicians contend he 
may have moved too fast. And with the 
new surge in unrest, senior army officials 
are lobbying to take up their old posts 


played a role in the recent attacks.” 


‘TERRORISM 


Still a Force to 
Be Feared 


Interrogation of key suspect Hambali has 





provided new information about terrorist networks. 


But it has fallen short of being a knockout blow 


By Don Greenlees/JAKARTA 


THE INTERROGATION OF Southeast Asia’s most 
prominent suspected terrorist started predictably: 
Hambali’s account, according to security officials 
who have seen summaries of his questioning, was 
an artful combination of truth, partial truth and 
fiction. Soon the 39-year-old Indonesian, who is 
accused of running terrorist operations through- 
out the region, followed the pattern of other cap- 
tured terrorist suspects, becoming a lucid and 
credible narrator on the state of the Jemaah 
Islamiah and Al Qaeda terrorist networks. 

Hambali, who was captured on August 11 
in Thailand, readily gave his American inter- 
rogators details of names, financial transactions, 
planning meetings, methods of operation and 
the structure of both Jemaah Islamiah (JI) and 
Al Qaeda. Interrogators also came to believe they had landed 
a bigger catch than they had imagined: Hambali was ranked 
No. 4 in Al Qaeda, Western officials tell the Review, without 
specifying how they reached this conclusion. 
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THINGS TO TELL: Hambali 


for reasons of national security. = 








But despite naming other leaders and places, the infor- 
mation fell far short of being a knockout blow for the regional 
networks of either JI or Al Qaeda. The capture of Hambali 
showed yet again that cutting off the head is not enough. 
Terrorism’s roots in Southeast Asia are too diverse and too 
resilient. In the view of counter-terrorism police and security 
officials across the region, JI remains a force to be reckoned 
with. They brace themselves for another terrorist attack. 

With the continuing debriefing of Hambali, also known 
as Riduan Isamuddin, largely cloaked in secrecy, U.S. allies such 
as Indonesia complain about the lack of direct access to him. If 
regional intelligence and law-enforcement agencies had hoped 
that Hambali’s testimony might lead them to other JI and Al 
Qaeda leaders, or unlock clues to future attacks, they must be 
disappointed. Such information, if it exists, has not been part 
of the carefully selected summaries of his inter- 
rogation which the U.S. has released to regional 
government and intelligence agencies. 

“He is not the Rosetta Stone or key to future 
operations,” a security analyst—one of those who 
has studied the summaries of Hambali’s inter- 
rogation distributed in Southeast Asia—tells the 
REVIEW. Says another senior Western security offi- 
cial who has seen the summaries: “The sort of 
things he knew about were already foiled. The 
new thinking, the plots, he does not know.” 

That’s despite the fact, as the Review has 
learnt, that the Americans claim that Hambali 
had reached the No. 4 rank in the Al Qaeda hier- 
archy. U.S. security officials cite a number of rea- 
sons why Hambali became the most senior non- 
Arab in Al Qaeda. These include his commitment 
to jihad, or holy war; the fact Al Qaeda were looking to South- 
east Asia as their new stronghold after Afghanistan; Ham- 
bali’s involvement in successful field operations in the Philip- 
pines and Indonesia since 2000; and his apparent abil- >> 
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THE SPECTRE 
OF BALI: 
Despite the 
arrests of 
suspected 
terrorist leaders 
like Hambali, 
police, security 
officials and 
analysts are 
bracing for 
more attacks 
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ity to persuade some Islamic extremists in Southeast Asia 
to become suicide bombers. 

While Hambali denied knowing either the current whe:e- 
abouts of militant leaders—including Osama bin Laden— 
or their plans, it is clear from numerous interviews with secu- 
rity officials and analysts who have had access to the inter- 
rogation summaries that he has provided valuable informa- 
tion on the inner workings of JI and Al Qaeda. The picture 
that emerges is of a close and growing relationship between 
Al Qaeda and regional terrorist organizations. 

Hambali, say his interrogators, offered an insight into 
how he moved money to finance terrorism and the level of 
financial support being provided by Al Qaeda to Islamic extrem- 
ists in Southeast Asia. In early debriefings, Hambali voiced per- 
sonal mistrust of the informal money-transfer system of 
hawala—ironic given the strong law-enforcement focus on this 
as a mechanism for terrorist financing. His preference was to 
use couriers for cash-and-carry money transfers. Hambali 
also confirmed that he had set up an Islamic charity, Pertubuhan 
Al Ehsan, in Malaysia in the 1990s as a front for funding ter- 
rorist training, bombings and other operations. 

Money was one of the keys to Hambali’s success. Accord- 
ing to American academic Zachary Abuza, who has exten- 
sive contacts with counter-terrorism police and intelligence 
officials, Al Qaeda military commander Khalid Sheikh 
Mohammed told U.S. interrogators after his arrest last March 
that Al Qaeda admired Hambalis ability as a financial man- 
ager. “Khalid Sheikh Mohammed said the guy was really good 
with money. He makes it go far. Arabs waste money; Ham- 
bali was thrifty. He could do very good operations and back- 
office stuff with very little capital,” says Abuza. “To someone 
like Osama bin Laden that would have meant a lot.” 

Evidence of Al Qaeda’s confidence in him came after 
the success of the deadly October 2002 bomb blasts in the 
Indonesian tourist resort of Bali, for which Hambali claimed 
direct responsibility, according to the interrogation sum- 
maries. He told his interrogators that Mohammed gave him 
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a no-strings-attached $100,000 to spend on future opera- 
tions—a departure from the normal practice of giving cash for 
specific missions. The suggestion is, say those who have 
seen the summaries, that Al Qaeda was so impressed with what 
the Bali bombers did with an earlier donation of $30,000, they 
reckoned $100,000 seed money would be a productive invest- 
ment. Hambali says he gave $27,000 of this to the Moro 
Islamic Liberation Front in the Philippines—an example of 
regional cooperation among Islamic extremists. 

While on the run, Hambali appears to have had little diffi- 
culty in crossing borders. His passport contained stamps for 
Laos and Burma. Although it is not certain whether he entered 
these countries, he did spend considerable time in Cambodia 
and Thailand. This highlights the freedom with which fugitives 
have accessed countries of the region. “Being on the run means 
nothing—they continue to plan and work to carry out terror- 
ist attacks,” says a U.S. official, while adding: “If they are caught, 
they are written off” by JI and Al Qaeda. 

In his role as Al Qaeda conduit and operational com- 
mander of JI, Hambali was in touch with JI’s regional com- 
mands. But the security officials and analysts tell the REVIEW 
that he claimed he knew little about what was happening 
among the terrorist cells. It has been reported that Hambali 
was despondent in some of his earlier interrogations over the 
state of JI, following the arrests of numerous operatives across 
the region, including many leaders. Yet he also has stated that 
the cells are flexible and have the capacity to rebound. This 
fits the picture formed by numerous analysts and security offi- 
cials. JI is believed to be significantly degraded, but still capa- 
ble of mounting attacks, particularly bombings. 

Sidney Jones, Indonesia director of the Brussels-based 
independent think-tank, the International Crisis Group, 
believes about r0 senior JI leaders remain at large. Jones says 
this group, though factionalized by long-running disputes 
over strategy, retain “loyalty to the organization” and the deter- 
mination and expertise to wage a violent campaign. “There 
has to be a high probability that there will be another attack,” 
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she says. “[But] I don’t know whether it can have the same kind 
of coordination as Bali.” 

In his statements to interrogators, Hambali appears to 
show considerable respect for JI’s military commander, the 
Afghanistan-trained Zulkarnaen of Indonesia, according to 
Western analysts and officials. But there are no indications of 
who, if anyone, has emerged as a new leader. “At the moment, 
there is a flux really. There is a requirement for the void to 
be filled and I don't think anyone has filled it,” says a senior 
Western police officer. 

Indonesian police are becoming more inventive in how 
they combat JI. Some foreign police counterparts were sur- 
prised to find detained JI suspects working with Indonesian 
police on a recent surveillance operation. The men, including 
the brother-in-law of convicted Bali bombing planner 
Mukhlas, had undergone a conversion in custody. These men 
are now often in the background on operations against JI. 
“They hang out in the office,” says one police officer. 

In U.S. detention, Hambali too has been ratting on his for- 
mer comrades. He has provided a steady stream of names and 
places that have strengthened knowledge of JI and Al Qaeda 
and which could, in some cases, strengthen prosecution cases 
against terrorist suspects. Hambali has, for instance, strength- 
ened the case against JI’s jailed spiritual leader, Abu Bakar 
Bashir, asserting his direct involvement in some early acts 
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of terrorism. Other captured JI members have revealed in 
interrogation summaries obtained by the Review that Bashir 
attended meetings in Malaysia where terrorist attacks were 
discussed. Hambali was also present. 

U.S. officials say some of the data in the interrogation sum- 
maries passed to Indonesian police is clearly “actionable.” 
They're disappointed Indonesian authorities have failed to 
react. For others, the reluctance of the Indonesian authorities 
is understandable. Hambali might be a valuable intelligence 
source for the Americans. But amid volatile relations between 
law-enforcement agencies and the Muslim community, 
Indonesian police must be wary about basing investigations 
or arrests purely on intelligence advice from the U.S. 

And there’s the rub. As long as the U.S. retains Hambali 
for questioning, Indonesian police are unlikely to have the 
confidence to act on the intermittent flow of intelligence 
advice. The priority for them is to get access to Hambali 
in such a way that his account is legally admissible. Crimi- 
nologist Adrianus Meliala, who advises National Police Chief 
Gen. Da’i Bachtiar, says “it is not a secret that the Indone- 
sian police feel marginalized by the U.S. in the way they treat 
Hambali.” He adds: “If the police cannot interrogate him by 
themselves, if you are not allowed to use information as evi- 
dence, how can Indonesian police pursue that with enforce- 
ment action?” = 
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NORTH KOREA 


The Value of 
Talking Quietly 


As high-profile six-party talks have stalled, 
private meetings between Americans and North 
Koreans are making solid progress 


By Susan V. Lawrence/WASHINGTON 


IN THE 15 MONTHS since a North Korean official allegedly 
admitted to a visiting American official that his country had 
a secret nuclear-weapons programme, Washington and 
Pyongyang have had limited face-to-face contact. Represen- 
tatives have met just twice for formal talks about a way out 
of one of the world’s most high-stakes diplomatic crises. 
Neither meeting succeeded in resolving the crisis, and plans 
for a third round of talks in Beijing are stalled. 

Private American contacts with North Korean officials, 
however, are flourishing. It’s a development that makes the 
United States government and some academics uneasy, but 
it gives others hope that at least some in North Korea may 
really be interested in a diplomatic solution to the nuclear 
stand-off. 

The most high-profile private interaction to date: a recent 
trip to North Korea by five Americans, including a former 


YONGBYON: 
A private U.S. 
delegation recently 


visited the alleged 
site of North Korea’s 
nuclear-weapons 
programme 


director of the sensitive U.S. nuclear-research facility at 
Los Alamos, New Mexico. They became the first foreigners 
to visit the Yongbyon nuclear facility since North Korea 
expelled international inspectors a year ago. North Korea 
claimed that it had shown the group its “nuclear deter- 
rent.” But as the REVIEW went to press, there was no confir- 
mation of what the group actually saw. 

Other private contacts have been lower-key. Last year, North 
Korean officials travelled at least four times to the U.S. to par- 
ticipate in privately sponsored talks with Americans. These 
included one international conference in New York attended 
by a high-ranking U.S. State Department official. 

In late May and early June, Curt Weldon, a Republican leg- 
islator from Pennsylvania, led a bipartisan congressional del- 
egation to North Korea. He subsequently put forward his own 
proposal for resolving the crisis. And in August, two Senate 
staffers travelled to Pyongyang. Both staffers, Keith Luse 
and Frank Jannuzi, were also among the visitors taken to 
see the Yongbyon facility on the latest trip. 

Some observers worry openly about risks inherent in such 
efforts. Ralph Cossa, president of the Pacific Forum of the 
Centre for Strategic and International Studies, a Hawaii-based 
think-tank, says private dialogues are generally very useful “as 
long as they don’t pretend to be something they are not.” 
He is, however, sharply critical of this month's trip to North 
Korea. His chief concern is that the visit might disrupt deli- 
cate efforts by the U.S. and four other governments to get 
North Korea back to the multilateral negotiating table. Mem- 
bers of the delegation “think that somehow they are going 
to convince the North Koreans to go back to the table,” he says. 
“There seem to be too many people too willing to put on a 
Superman costume.” 

Indeed, one North Korean motive for allowing the visit 
was apparently to get the group to report back to Washing- 
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ton that North Korea’s claim to possess a nuclear deterrent 
is valid. Such an independent confirmation would strengthen 
Pyongyang’s bargaining position. 

Clearly wary of playing the role of pawn, the two Senate 
staffers in the group, Luse and Jannuzi, were careful not to 
offer any such confirmation in their initial meetings in Asia 
after leaving North Korea. According to a South Korean offi- 
cial who briefed reporters, Luse and Jannuzi told South Korean 
officials during a stopover in Seoul that “they cannot say 
that anything was proven or verified during their trip.” 

One of the visitors to Yongbyon was Charles “Jack” 
Pritchard, a former State Department official who resigned 
last year because of a disagreement over 
President George W. Bush's administra- 
tions North Korea policy. He is sched- 
uled to report on the trip at a public 
forum in Washington on January 15. 
Other members of the group will tes- 
tify before the Senate Foreign Relations 
Committee on January 20. 

The State Department has so far 
granted visas to North Korean officials 
and scholars to attend private dialogues 
as long as they are not held in Wash- 
ington. But a Bush administration offi- 
cial says the government is sceptical of 
the value of such meetings. “Academics 
love these things because it gives them 
a role and they learn something,” the 
official says. But “contrary to what aca- 
demics would like to believe, the best 


work is generally going to be done in LUSE: Senate staffer in private meetings 


secrecy between governments.” 

The official says the U.S. government is concerned, too, 
that private contacts might allow North Korea to “create 
an impression that they had special channels to the United 
States.” The official adds that the U.S. does “not want that 
impression created because we have been determined to 
- keep all this in multilateral channels, specifically the six- 
party talks in Beijing.” 

A planned second private trip to Pyongyang in October by 
Weldon, the congressman from Pennsylvania, was apparently 
a victim of such concerns. The White House stepped in at the 
last minute to block it. 

Many of those who have participated in private meet- 
ings with North Koreans, however, defend them as valuable 
venues for Americans to clarify North Korean positions. They 
also note that the sessions allow the North Korean dele- 
gates, coming as they do from one of the world’s most isolated 
countries, to learn about the American public’s dismay over 
the North Korean nuclear programme and about the work- 
ings of the U.S. political system. American participants 
hope that such knowledge will help North Korea under- 
stand realities about what is and isnt possible as the six nations 
involved in the Beijing negotiating structure try to grope their 
way to a solution. 

A small bilateral dialogue in November in Athens, Geor- 
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gia, attended by a North Korean delegation headed by the 
director of the North Korean Foreign Ministry’s Bureau of 
American Affairs, was particularly substantive. Over three 
days, the North Koreans and Americans talked intensively 
about just what North Korea really wanted when it demanded 
a security guarantee from the U.S. 

The American side, which included Senate staffers Luse 
and Jannuzi as well as Weldon, also wanted to know exactly 
what Pyongyang meant when it insisted that any solution pro- 
ceed under a principle of “simultaneity,” rather than the 
“phased” approach favoured by Washington. 

The Americans soon discovered that the North Koreans 
did not know the difference between 
treaties and resolutions of Congress. 
“North Korea didn’t know before the 
event that there are some other arrange- 
ments that are legally binding as far as 
security guarantees are concerned, short 
of a formal treaty,” says organizer Han 
S. Park, a University of Georgia profes- 
sor. After the meeting, he boasts, North 
Korea backed away from its demand for 
a peace treaty. 

On the issue of ‘simultaneity,’ one of 
the Senate aides says, “When you talk to 
the North Koreans, you realize their def- 
inition of ‘simultaneous action’ encom- 
passes what we might call reciprocal, 
phased, sequenced, parallel. Semanti- 
cally, there appears to be an overlap 
worth exploring.” 

Not all the discussions at the pri- 
vate meetings attended by North Korean 
officials have been so focused on technicalities. In New York 
in September, at a meeting organized by the National Com- 
mittee on American Foreign Policy, a delegation of North 
Koreans got to hear first-hand from former Secretary of State 
Henry Kissinger how he opened relations with China. 
Kissinger offered thoughts on how North Korea and the 
U.S. might similarly overcome their differences. 

Ata breakfast meeting at the same event, the North Kore- 
ans, led by the country’s chief negotiator at official talks in 
Beijing in April, heard some straight talk about what North 
Korea must do to reform its economy in order to attract for- 
eign business. One exchange was prompted by a remark made 
by the North Korean negotiator, Li Gun, to a representative of 
the AIG insurance company that North Korea would welcome 
the giant firms presence in Pyongyang. The AIG employee’s 
response: American companies have minimum requirements 
for countries in which they operate, including a private 
economy, the rule of law and real business incentives. 

The AIG representative also told the North Korean that 
he knew of no country that had succeeded in economic 
development without first integrating into the global econ- 
omy. In a statement that surprised some at the meeting, 
says organizer Donald Zagoria, Li Gun replied, “Yes, we 
understand that.” = 
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SLOW PROGRESS: 

A nurse attending to 

a Sars patient in 
Guangzhou during last 
year’s outbreak 


SARS 


The Virus Returns 


Medical science is no better equipped to deal with Severe Acute Respiratory Syndrome 


now than it was during the first outbreak 


AS ANXIETY MOUNTS about a fresh outbreak of Sars in China, 
here’s an even more discomfiting thought: Nearly one year 
since the respiratory illness spread from China to the rest of 
the world, there’s still no definitive treatment or vaccine for 
the often-fatal virus. 

In fact, doctors can't even diagnose the condition quickly. It 
was only on January 5, a full 10 days after China announced 
its first suspected case of Sars this winter, that the 32-year-old 
television producer in Guangdong province was confirmed to 
have the disease. Since then Chinese authorities have 
announced another two suspected cases, both Guangdong res- 
idents. “The rapid bedside test that 10 months ago we hoped to 
have by now, we still don't have,” says Dr. Thomas Grein of 
the Global Outbreak Alert and Response Network in Geneva. 

Nor do medical experts have reliable statistical data on 
the value of the treatments used last year to fight the outbreak, 
ranging from antibiotics to antiviral drugs, from corticosteroids 
to human antibodies against the virus. “We just dont have the 
clinical information to prove if one method is more effective 
than another,” says Maria Cheng, a Geneva-based spokes- 
person for the World Health Organization. 

A global effort to find better diagnostic tools and treat- 
ments is progressing slowly. In the United States, the National 
Institutes of Health, the Centres for Disease Control, the Food 
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and Drug Administration and others are developing protocols 
for clinical trials in humans. These will assess antiviral drugs 
and other agents that have shown activity against the virus 
in test tubes, says Dave Daigle of the CDC’s National Cen- 
tre for Infectious Diseases. The specific drugs to be tested are 
still under consideration, he says. > 

In Europe, antivirals are being tested on animals. But, says 
Simon Mardell, clinical coordinator of the WHO’s Sars team 
in Geneva, “you have to realize how sophisticated the level 
of a laboratory has to be to conduct that kind of research 
and there are very few facilities that can do that.” 

In Hong Kong, health officials note that laboratory tests 
have shown that the antiviral drug Ribavirin did not inactivate 
the Sars virus. In Singapore, doctors had stopped using the 
drug four weeks into the outbreak after patients not only failed 
to improve but also suffered side-effects such as gastrointestinal 
problems, nausea, diarrhoea and appetite loss. 

K.Y. Yuen, head of the microbiology department at the Uni- 
versity of Hong Kong, reports that the strongest results against 
the virus in test tubes have come from a combination of inter- 
feron beta and Ribavirin, though clinical data is not avail- 
able because it has not yet been tested on humans. (Interferon ` 
beta is a natural antiviral agent produced by the human 
immune system.) Yuen also notes that a drug used to treat 
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_ Aids, called Kaletra, when combined with Ribavirin appears 

_ to be promising in combating Sars. 

Between 40 and 50 patients in Hong Kong received the 
Kaletra-Ribavirin combination last year. “They appeared to 
have less mortality, less severe disease and less need of steroid 
rescue treatment,” says Kenneth Tsang, a professor of respi- 
ratory medicine at the University of Hong Kong who treated 
some of the earliest Sars patients. “This is very encouraging 
but needs to be verified.” 


STEROID POLICIES VARY 


Meanwhile, debate is still raging on the dosage of steroids and 
duration of their use on Sars patients. Tom Buckley, an inten- 
sive-care doctor in Hong Kong who treated Sars victims, notes 
that advocates of high-dose steroids suggest administering 
them late. “But those of us who work in ICU feel that giving 
high-dose steroids increases the risks of serious infections 
at just the time when patients with Sars are deteriorating to 
the extent that they require ICU admission where the major 
cause of death is sepsis (infection|-related,” he says. 

Policies on steroid use vary. Dr. Peter Horby of the WHO 
office in Hanoi says the Vietnamese government will continue 
to use moderate doses, and for no longer than five days. In 
China, anti-inflammatory corticosteroids will continue to be 
used to treat patients with severe symptoms, according to a 
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Department of Health official in Guangzhou. Yuen of 
versity of Hong Kong says steroids will only be used in 
idly deteriorating patients with respiratory failure 
view is echoed in Singapore, where fewer than 20% of all S: 

patients received steroids last year and most were in cti 
condition, says Dr. Leo Yee Sin at Tan Tok Seng Hospital's - 
Communicable Disease Centre. 
Some doctors worry that there is a link between high doses 
of steroids and a debilitating bone disease called avascular 
necrosis. About one-third of Beijing's 2,500 former Sars 
patients suffer from the bone disease as well as 14% of more 
than 850 Sars patients in Hong Kong. oe 
But the University of Hong Kong’s Tsang notes th 
patients given high doses of corticosteroids to treat leukaernia 
and lymphoma, and in kidney and bone-marrow transplants, 
do not develop avascular necrosis in such high numbers. 
Tsang argues that the Sars virus itself may be causing the bone 
disease. Autopsies on Sars victims show that many had devel- 
oped blood clots in their lung tissue and suffered liver and 
heart-muscle damage, he says. So the Sars virus could be 
the cause of injury to organs as well as to bones. “It’s all 
guesswork,” Tsang says. “Until there is a controlled study you 

will never be able to find there's a link.” = 

David Murphy in Beijing and Margot Cohen 
in Hanoi contributed to this article 
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a top-ranked Executive MBA... 
. » . In Shanghai? 


The Marshall School of Business of the University of Southern 
l California is proud to announce the launch of its Global Executive 
_ MBA in Shanghai, in collaboration with Shanghai JiaoTong University, 


| The same program that has won international acclaim in Los Angeles for 


And a student body of accomplished leaders, from a wide range of 
business fields and backgrounds, gathering from around East Asia to 
fearn and grow together. 


æ Classes on the Shanghai Jiao Tong University campus with two trips 
to USC’s campus in Los Angeles and a third trip elsewhere in Asia 

® A schedule designed for the busy manager--classes meet for five-day 

intensive sessions every six weeks for 21 months 


2 A minimum of seven years’ full-time business experience, with at 
least three of them in a management role 

= Dynamic English capability {courses entirely in English] 

® A four-year degree from an accredited institution 




































Making History in Islamabad 


By M.J. Akbar 3 


The writer is editor-in-chief of The Asian Age, based in 
New Delhi, and is the author of The Shade of Swords: Jihad 


and the Conflict Between Islam and Christianity S 


India’s Atal Behari Vajpayee’s vision is based on a simple thesis: 
You can change your friends, but you cannot change your neigh- 
bours. Five years ago, when a series of improbable events made 
him prime minister of his country, Vajpayee set out on a mis- 
sion that his friends considered foolhardy and his opponents 
dismissed as merely foolish. He wanted peace with Pakistan. 

However, no one was surprised when, in the summer 
of 1999, he was rewarded instead with war in the Kargil 
range of mountains in Kashmir. Vajpayee won that bitter war. 
But remarkably, he never lost his belief in peace. And last 
week in Islamabad, a vital stage of that dream became real- 
ity. The seven nations of South Asia, working under the 
umbrella of the South Asian Association for Regional Coop- 
eration, signed a pact that will make the Subcontinent a free- 
trade zone (so far, it has been a nearly trade-free zone). They 
also agreed that an economic union on the lines of Europe 
with a single currency would be the next destination. Such a 
development would make the region an economic power- 
house to match, if not overtake, Asean. 

Pakistan's President Pervez Musharraf, who had once 
authored the Kargil war as army chief, was sincere when he 
said at the concluding press conference, “The total credit goes 
to [Vajpayee’s] vision and statesmanship.” This Saarc sum- 
mit will rightly go down as the Vajpayee Summit. 


“©The sins of the fathers of freedom in India 


and Pakistan already have been visited upon their 
children. Would their grandchildren also be 


condemned to poverty and denial? yy 


Musharraf and Vajpayee have been grappling for five years 
with the obvious: The key that unlocks South Asia’s poten- 
tial is peace between India and Pakistan. A dispute that has 
festered since both gained independence in 1947, over the sta- 
tus of the Muslim-majority valley in Kashmir, has ensured 
more than five decades of declared or undeclared war. The sins 
of the fathers of freedom in both countries already have been 
visited upon their children. Would their grandchildren also be 
condemned to poverty and denial? 

The two leaders made one effort at a deal with a summit 
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at Agra two-and-a-half years ago. It was aborted after 
the table had been set for signatures on the pact, 
unleashing a wave of terrorism that took the Sub- 
continent close to nuclear war. In April last year, 


_ Vajpayee sought to break this tension with what he 
> called his last bid for peace. It was not a threat. 


He was merely stating a matter of fact. Vajpayee 
is 79 years old and feels vulnerable. The thought of 
his absence concentrated minds wonderfully in 
both New Delhi and Islamabad. 

Concessions were made. Musharraf addressed 
a critical Indian concern when, through a Saarc 
protocol, Pakistan gave a commitment that it would 
not permit its own or occupied territory to be used 
as a base for terrorists. India agreed to a “composite 
dialogue” from February that would include Kash- 
mir on the agenda. The sighs of relief were audi- 
ble across the world, not just from the seven 
nations of the region or the two principals. “I had 
no magic wand,” explained Musharraf in Islam- 
abad. “Perhaps it all fell together because of the 
level of interaction . . .” 

Both Vajpayee and Musharraf are sensible 
leaders. Indeed, they are sensible enough to keep 
one eye aimed firmly over their shoulders as they 
shake hands. They know that the very moment they 
seek to reduce the danger ahead, it looms from the 
back instead. Two bids were made on Musharraf's 
life less than a fortnight apart in December by 
jihadi elements hostile to any settlement of the 
Kashmir problem. Musharraf missed death by 
but a few seconds. When Vajpayee made his 
farewell call to Pakistan's leader before leaving for 
New Delhi, Musharraf wished him good health— 
and Vajpayee wished his host safety from danger. 
That level of warmth would have been unthink- 
able just days before. 

For Vajpayee the dangers may not be life-threat- 
ening. But he is facing a general election soon, and 
any failure would prise open the box of paradoxes 
on which he sits to remain in power. 

There is another dangerous enemy: rising 
expectations. If they are belied, they hurt, and 
hurt is a breeding ground for, in Vajpayee’s words, 
“mutual suspicions and petty rivalries” that keep 
India and Pakistan in conflict. Musharraf and Vaj- 
payee have asked for caution, and hope for discre- 
tion. “History can remind us, guide us, teach us 
or warn us; it should not shackle us,” said Vajpayee 
in his formal speech at the Saarc conference. Opti- 
mism may be a variable virtue, but it carried the day. 
History was made in Islamabad this January. = 
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DON’T MISS THE BOAT. CNBC 


Everyday, CNBC brings you the latest and the most up-to-date business and financial news from every corner of  ®$®™ice of NBC and Dow Jones 


the world. In short, an ocean of timely and critical information to help you steer your course towards success. Profit from it 
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Legal Blow to Hong 


Kong’s Government 


In a victory for conservationists and a blow to the 
government, Hong Kong’s highest court rejected a 
government appeal to allow a project to reclaim land 
from Victoria harbour to resume. The court said that 
government planners had ignored a protection law 
for the harbour when they decided to reclaim 30 
hectares of the harbour for a road, a park and com- 
mercial development in the Wanchai district. 
Activists hoped that the judgment would also apply 
to the reclamation of 18 hectares in the nearby Cen- 
tral district. “It’s a total victory. We are extremely 
pleased,” said harbour and pro-democracy activist 
Christine Loh. The judgment came two days after 
Chief Executive Tung Chee-hwa announced that he 
had agreed to consult mainland China’s leaders 
before fellow Hong Kong residents on possible dem- 
ocratic reforms. Opposition lawmakers said Tung’s 
deference struck a blow 
to the city’s high degree 
of autonomy. Pollsters 
said that dissatisfaction 
with the government 
had reached its highest 
level since the city 
returned to Chinese 
rule in July 1997. 


BATTLEFIELD: Hong Kong’s harbour 





CHINA’S EXPORTS SOAR BY 50% IN DECEMBER — — 
The trade surplus widened to $5.73 billion in December as exporters rushed 

to beat an end-of-year reduction in export rebates. Exports rose 50.7% in 
December to $48.07 billion—faster than expected—from a year earlier, 
outpacing a rise in imports of 47.4% to $42.34 billion, according to customs 
figures cited by the Ministry of Commerce. China announced in October that 

it would lower payments in a five-year-old export-rebate programme by an 
average of three percentage points, starting on January 1, 2004. The rebate, 
which refunded as much as 17% of the value-added tax on materials used to 
manufacture exports, was introduced after the Asian financial crisis to help 
maintain China's competitiveness without having to devalue the renminbi. 
Trade volume reached a record high of $851 billion in 2003, helped by the A 





export rebate and decline in the renminbi because of its peg to the dollar. 
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UNITED STATES 


Cellphone carriers China 
United Telecommunica- 
tions and China Mobile 
signed contracts on 
January 13 for equipment 
and technology worth a 
total of $2.3 billion with 
six leading U.S. hi-tech 
firms—Motorola, Lucent 
Technologies, Nortel 
Networks, Ericsson, Intel 
and Cisco. United States 
Commerce Secretary Don 
Evans said: “This is a 
monumental event that 
represents further 
strengthening of U.S.- 
China trade relations.” 


TARIFFS 


The Ministry of Com- 
merce set antidumping 
tariffs ranging from 3% to 
as high as 55% for cold- 
rolled steel products 
from South Korea, 
Russia, Ukraine, Kaza- 
khstan and Taiwan for 
harming domestic 
producers. The tariff rate 
varied for different 
countries and compa- 
nies. South Korea’s 
Posco was exempt. 


State media said 44,701 
police officers were 
sacked for lacking 
qualifications, corruption 





CHINA'S GDP grew 8.5% lz 
year, its fastest pace in si. 
years, in spite of the drag 
the economy caused by 
Severe Acute Respiratory 
Syndrome. State Taxation 
Administration Commis- 
sioner Xie Xuren gave the 
growth estimate at a new 
conference to outline 
increases in tax collectior 
2003. Trade and investme 
were key drivers of the pi 
up in economic growth, 
despite a decline in con- 
sumption during the seco 
quarter of the year amid 
concerns about the sprea 
of Sars. The pace of grow 
contributed to a 20% rise 
overall tax collections. 


or other offences in a 
four-month campaign to 
raise policing standards. 
The Xinhua news agency 
said the crackdown 
followed a July report by 
China’s police minister on 
policing problems to 
President Hu Jintao and 
other leaders that 
“aroused great alarm.” 


INTERNET 


Chinese personal- 
computer maker Legend 
Group said it had bought 
a 49% stake held by 
America Online in an 
Internet joint venture, 
ending their partnership. 
Legend and America 
Online, a unit of Time 
Warner, set up the 
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venture in mid-2001. 
Each side had committed 
to invest $100 million. 


HONG KONG 


Hong Kong's retail-sales 
growth accelerated in 
November as spending 
and tourism recovered, 
raising hopes that more 
than five years of defla- 
tion would soon end. The 
Census and Statistics 
Department said retail 
sales for the month rose 
5.2% from a year earlier 
in both value and volume 
terms. November was the 
fourth month in a row of 
retail-sales growth. 


TRADE 


A United States trade 
panel voted to investigate 
allegations that Chinese 
companies are dumping 
millions of dollars worth 
of wooden bedroom 
furniture in the U.S. at 
artificially low prices. In a 
related move, the U.S. 
asked China to limit 
growth in exports to the 
U.S. of knitted fabrics, 
dressing gowns and 
brassieres to 7.5% this 
year or face an annual 
quota of a similar size. 
The official China Daily 
said the U.S. had asked 
Beijing to license 
exporters and provide 
Washington with daily 
electronic updates of new 
licences. It said China 
would refuse to cooper- 
ate with the U.S. 





UNDER THREAT: A furniture works 
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DISSIDENT 


An exiled leader of the 
1989 student protests in 
Tiananmen Square was 
allowed to visit Hong 
Kong, where he urged the 
mainland to allow himself 
and others to return. 
Wuer Kaixi arrived in 
Hong Kong from Taiwan 
after receiving permission 
to attend the funeral of 
Cantopop star Anita Mui. 
“After 15 years in exile... 
| say to Beijing, | say to 
[President] Hu Jintao, let 
us go home!” he said. 


MOURNER: Wuer Kaixi in Hong Kong 









BANKS 


Shareholders of China’s 
Minsheng Banking Corp. 
approved a Hong Kong 
share sale that may raise 
$1 billion this year to 
expand its capital and 
bankroll expansion. The 
share offer needs regula- 
tors’ approval. It would be 
the first domestic bank to 
debut overseas. 


hop in Beijing 





= a) | 


BUSINESS DIGEST 





MARGINS TIGHT AS NEW CAR PRICES FALL 
The battle among car makers to capture a share of the booming mar- 
ket in China is fuelling fierce price competition that threatens to 
erode fat profit margins. In Detroit for the annual North American 
International Auto Show, executives of the world’s top car manu- 
facturers said price competition was rising as consumers grow more 
savvy and the makers flood the market with new models. They 
said they didn’t expect declining margins to end soon. Nissan Motor 
Chief Executive Carlos Ghosn said he expected car prices in China 
to fall 3% or more annually for the next four or five years. But despite 
the falling prices, Ghosn says he is optimistic Nissan’s investment 
there will pay off. “This market is going to grow and prices are going 
to go down. The challenge is to bring down costs faster,” Ghosn said. 
Ratings agency Standard & Poor’s, meanwhile, said the Chinese car 
market might already be heading for a bust. “This market might 
follow the global trend and be plagued by overcapacity within the 
next few years . . . There is evidence that this downward spiral has 
already started,” it said in a study. Average car prices fell 7% in the 
first half of 2003 because of increasing competition, while inventory 
levels in October were 37% higher than a year earlier, S&P said. 


RULES FOR SALES OF STATE-OWNED FIRMS 
The government issued new rules to increase transparency in 
sales of state-owned assets and prevent abuse or losses in the 
process of such sales. The rules, issued jointly by the State-Owned 
Assets Supervision and Administration Commission of the State 
Council and the Ministry of Finance, take effect from February 1, 
but don’t cover the sales of state-owned financial institutions or state 
shares in listed companies. According to the rules, sales of state- 
owned assets must be open, with announcements posted in provin- 
cial or national economic or financial newspapers, or on the Web 
site of the asset exchanges. In another development, the China Daily 
said that reforms of state firms could cost up to 3 million jobs a year 
until 2006 and quoted the minister of labour as saying that state 
firms were expected to finish their restructuring in two years. 


BANK FORECASTS RENMINBI REVALUATION 

Going out on a limb, United States investment bank Goldman Sachs 
forecast that China would revalue the renminbi by 2.5% before the 
end of March this year as part of a move to ditch its dollar peg in 
exchange for a basket of 10 foreign currencies. “We believe the Chi- 
nese authorities will opt for a small step revaluation as a prudent 
first move toward more flexibility and a likely preference to maintain 
some undervaluation of the renminbi,” Goldman Sachs analysts said. 
They added that the one-off revaluation implies a strengthening in 
the renminbi against the dollar. Goldman Sachs has been one of the 
more bullish institutions on the likelihood of a more flexible exchange 
regime. HSBC, meanwhile, said China had a greater chance in 2004 
of making its renminbi more flexible as the economy heads for a soft 
landing. Geoffrey Barker, HSBC’s chief economist for Asia-Pacific in 
Hong Kong, said that the goal of Chinese policymakers would be 
to reform the currency regime to make it more market-oriented, 
rather than simply adjust the renminbi’s value against the dollar. 
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| Migrants Pay a High Price for a Job (page 30) 
Doubts Grow Over Taiwan as Ancient Homeland (page 54) 
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BANKING 


Wasteful 


Transfusion 


The addiction of China’s big state banks to rash lending could 
defeat a drive to drag them out from under a mountain of bad debt 
before they go public. The poison still runs deep in their veins 


By Tom Holland and David Lague/HONG KONG 


IT’S BAILOUT time again for China’s Big 
Four state-owned banks. For the third time 
since 1998, the government has stepped 
in to prop up these technically insolvent 
behemoths that account for more than 
70% of lending and deposits in China. 
Beijing doled out a total of $45 billion to 
Bank of China and China Construction 
Bank in late December. Analysts say that 
the full bill could reach $120 billion by the 
time the other two banks are recapitalized 
as part of the same programme. That’s on 
top of two earlier rescue efforts that cost 
a total of $202 billion. 

The $45 billion was aimed at bolster- 
ing investors’ confidence in the two insti- 
tutions ahead of their flotation on inter- 
national stockmarkets, and was warmly 


A ‘MUST DO’ LIST 
FOR CHINA’S BANKS 
e Cut off loans made to 


state firms for political 
reasons as social welfare 


e Tighten loan criteria and 
risk management 


* Make managers act as 
professional bankers, not 
as party members 


e Improve auditing and 
hunt down corruption 





welcomed, mostly by merchant banks 
hungry for fees from the planned listings. 
But the unusual way in which the money 
was pumped in and its unconventional 
source—China’s foreign-exchange re- 
serves—left some analysts believing the 
injection will merely feed the banks’ long- 
standing addiction to reckless lending. 

For unless the Big Four can make real 
progress in curbing the accumulation 
of new bad loans, this bailout, like its 
predecessors, will simply amount to 
another exercise in flushing money down 
the drain. “They have thrown more 
money at it but they haven't really dealt 
with the problem,” says Stephen Harris, 
an associate professor at the National 
University of Singapore. 

At first, most foreign observers 
greeted the capital injection as solid evi- 
dence that Beijing is committed to 
restructuring its state-owned banks. Rat- 
ings agency Standard & Poor's, for exam- 
ple, immediately revised its outlook on 
China Construction Bank and Bank of 
China to positive from stable. But a closer 
examination of the mechanism used, and 
of the few details so far released by the 
Chinese authorities, leaves plenty of 
questions unanswered. 

Most significantly, there is the stip- 
ulation that the money cannot be used 
for writing off nonperforming loans, or 
NPLs. The new capital is in dollars, 





which are fine for capitalizing Chinese 
banks, but not much good for writing off 
bad loans denominated in renminbi. 
There is little chance that the banks will 
be allowed to convert the money any 
time soon. Such heavy renminbi buying 
would place an intolerable upward pres- 
sure on China’s currency, forcing the 
authorities to buy dollars and borrow 
renminbi to soak up the local currency 
liquidity released. That would defeat the 
object of using foreign exchange to 
recapitalize the banks. 

But if the banks can't convert the new 
cash, holding it on their capital accounts 
will free up existing capital for writing off 
bad loans. It will also give them leeway to 
raise more capital in the form of subor- 
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dinated debt, much of which will also be 
committed to write-offs. 

The big problem for overseas ob- 
servers, including potential investors, is 
that it remains unclear just how many 
NPLs the state banks are carrying on 
their books, or at what rate new NPLs are 
being created. 

At the end of September 2003, for 
instance, China Construction Bank, 
regarded as the healthiest of the Big 
Four, had an official NPL ratio of nearly 
12%, down from about 15% at the end of 
2002. At first that appears encouraging. 
But the fall in the proportion of NPLs 
must be seen in the light of a rapidly 
growing loan book, widely thought by 
analysts to have increased by around 
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CLEAN-UP: A worker rides past a Beijing branch of China Construction Bank, seen as the best candidate to go public 


20% last year. In those terms, the drop 
in the ratio of NPLs to loans can be 
almost entirely accounted for by the over- 
all increase in lending, rather than by the 
aggressive write-offs CCB claims. “In the 
past two years most Chinese banks have 
witnessed very strong loans growth. That 
makes the NPL ratio look smaller,” 
explains George Lee, an analyst at spe- 
cialist emerging-markets rating agency 
Capital Intelligence in Hong Kong. 
There are other worries. First, there is 
the widespread suspicion that the official 
NPLlevels are an optimistic fantasy. Most 
international observers estimate the real 
levels for all of China’s banks to be much 
higher, with Standard & Poor's saying the 
true ratio is as high as 45%, or about $850 





| 


billion. “We are very, very cautious and 
suspicious regarding Chinese banking 
numbers,” agrees Lee. 

That $850 billion would dwarf the esti- 
mated $145 billion-175 billion it cost the 
United States to bail out defunct savings- 
and-loans institutions in the 1980s, and 
the $377 billion worth of Japanese loans 
officially classed as nonperforming at the 
end of March 2003. But it pales into 
insignificance besides some estimates 
of the true size of Japanese banks’ NPLs 
that have ranged up to $2 trillion. 

Then there are questions about the 
quality of new loans in China. Right now, 
with the economy growing at a real rate 
many economists believe to be 10% or 
higher, the banks are riding the heady 
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uprush of a booming business cycle. 
“Recent loans look like very good 
quality. We are not seeing many go 
bad right now,” says David Marshall, 
managing director at Fitch Ratings 
in Hong Kong. “But when the cycle 
turns down, that’s when the bad 
loans will start to appear.” 

While some analysts believe 
China’s banks have rigorously tight- 
ened credit standards, many argue 
that the lending splurge of the past 
year will end up magnifying the NPL 
mess. “The new loans may not pose 
a problem in the short term, so the 
loan base will appear sound for the 
next 12 or 24 months,” says Lee at 
Capital Intelligence. “But two or three 






is necessary, but by no means suffi- 
cient,” says Hu. 

The International Monetary 
Fund has made clear that much 
more needs to be done to build a 
healthy financial sector. On Janu- 
ary 9, the IMF’s representative in 
Beijing, Ray Brooks, said it was of 
“critical importance” for China to 
move quickly on restructuring the 
Big Four to prepare them for com- 
petition with foreign banks from 
2007. “While the details of this 
package are being worked out, we 
understand that further measures 
that will be taken include an 
upgrade of internal management, 
more strict auditing requirements, 
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years down the road, the new loans could 
turn sour and become NPLs.” 

Not only have banks enthusiastically 
embraced lending to developers in 
China’s highly speculative property sec- 
tor, but they have continued to make 
new loans to many of the state-owned 
enterprises that were the source of their 
original problems. 

While some of the most hopeless 
companies have gone to the wall, there are 
plenty of inefficient state-sector compa- 
nies still receiving new loans as a form of 
social welfare. “The government is loath 
to cut off credit,” says Fred Hu, a man- 
aging director at investment bank Gold- 


man Sachs. “The question is the size of 
the black hole.” 

Hu, like other experts, say the biggest 
danger is that the banks will continue their 
unsound lending and poor risk manage- 
ment. The experts want to see a compre- 
hensive and credible restructuring plan, a 
medium-term business strategy, sweep- 
ing changes in credit policies and risk con- 
trol. They also want improved management 
and governance to stop senior managers 
acting more like party officials than bankers 
and to halt politically motivated loans to ail- 
ing state-owned enterprises. “The govern- 
ment injection of capital is meant to catalyze 
bank reform and speed up the process. This 


more prudent provisioning for loan 
losses and closer oversight by the super- 
visory authorities,” Brooks said. 

Then there’s the unusual source of the 
$45 billion. Tapping China’s foreign- 
exchange reserves to shore up the banks is 
a cunning sleight of hand. It means that 
Beijing doesn't have to borrow the money 
in the home market, and the impact on the 
headline reserve figures is not obvious at 
first. At the end of 2003, China announced 
that its reserves stood at $403 billion. That 
compares with $401 billion at the end of 
October. Presumably, without the injection, 
China’s reserves would have ended the year 
at $448 billion, up from $286 billion at the 





LIQUIDATION OF THE LIQUIDATORS MAY BE ON THE CARDS 


-~ Beijing’s recapitalization of China’s state banks bodes well for 


the future of the country’s fledgling distressed-debt market. But 
its state-backed liquidators—which five years ago were hailed as 
the grand scheme for cleaning up the banks’ bad loans—could 
= face a shakier future. 

i With only two international debt auctions held since the 
government set up the four liquidators and a falling rate of loan 
recovery, hundreds of billions of dollars of bad debts are still 
languishing on their books and those of China’s four biggest 


commercial banks. 


The latest auction in December, billed as the biggest to date, 


sold less than a tenth of the $2.7 billion in bad loans on the block, 


or just a fraction of the loans sold in the first auction three years 
ago. And only one of the four asset-management companies, or 


JAA liquidators, has ever held a successful international auction. 


The government's injection of $45 billion in late December to 
help bail out two of the Big Four banks suggests liquidating bad 


28 Far Eastern Economic Review 


loans through the asset-management companies, or AMCs, is no 
longer Beijing’s favoured strategy of bad-loan reduction. The 
government may also inject some $40 billion into Industrial & 
Commercial Bank of China on a slower timetable than that used 
for the first two banks. 

Beijing appears to be getting impatient with the AMC process 
and is encouraging the banks to find other means to improve their 
balance sheets. By boosting the banks’ capital, the injections 
increase the banks’ abilities to make more loans, decreasing their 
bad-loan ratios and making them look healthier. It also enables 
them to write off more of their bad loans and sell them. 

About a third of China’s estimated $500 billion in bad bank 
loans—many backed by struggling state-owned factories and 
derelict construction projects—were transferred to the four AMCs 
at full face value in 1999. Since then the liquidators been trying to 
resolve, sell and auction off the loans. 

But the pace has been slow. To date they have only disposed 
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end of 2002. That’s a massive 57% 
increase, which would only have fuelled 
international demands for China to raise 
the value of its currency. 

But by injecting foreign reserves into 
its banks, Beijing makes an upward reval- 
uation of the renminbi far less likely this 
year. If China were now to raise the value 
of its currency by 20%, as some econo- 
mists are demanding, that would severely 
erode the renminbi value of the banks’ 
new dollar capital, again defeating the 
purpose of the whole revaluation. 

Then there are the strings that the 
Ministry of Finance appeared to attach 
to the injection, lauded by analysts as 
demonstrating Beijing’s determination to 
avoid moral hazard. Officials described 
the money as a loan, on which the banks 
would have to pay interest, and said that 
the funds were not to be used for writ- 
ing off bad assets, but for strengthening 
the banks’ capital bases. 

This is disingenuous. If the cash is to 
be considered as core capital, it must be 
equivalent to shareholders’ equity. True, 
the banks are not yet incorporated as joint 
stock companies, but when they are, ana- 
lysts expect the $45 billion to be converted 
into shares held as assets on the books 
of a government company—Central Hui- 
jin Investment—created specifically for 
that purpose. “This is what we want to see: 
Common equity going into the banks,” 





of about 35% of the total loans on their books, and the rate of 

cash recovery on those loans is only about 17.3% of their original 
value. As the loans get older and more difficult to resolve, foreign 
investors are becoming less willing to pay more than 10 cents on 


the dollar to take on the bad debts. 
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says Marshall at Fitch. As for paying inter- 
est, it is reasonable to assume the money 
is held as U.S. Treasury bonds, which are 
yielding about 4%. Clearly the Ministry of 
Finance wants at least some of this income 
to be handed over. 

In the near term the government is 
likely to use more of its foreign-exchange 
reserves to recapitalize Industrial & Com- 
mercial Bank of China, and possibly Agri- 
cultural Bank of China—the remaining 


bank will need capital of 320 billion ren- 
minbi to operate internationally. Exist- 
ing shareholder equity is worth around 
110 billion renminbi, and the new injec- 
tion is the equivalent of 186 billion ren- 
minbi. Add an assumed subordinated debt 
issue worth 41 billion renminbi ($5 billion) 
and a similar-sized IPO, and CCB will have 
sufficient capital to meet international stan- 
dards as well as to write off enough NPLs 
to push its official bad-debt ratio down 


(Ls oe . . . 
The government injection of capital is meant 
to catalyze bank reform... This is by no means 


sufficient” 


two members of the Big Four. Meanwhile, 
CCB is lining up Western investment 
banks to underwrite a Hong Kong stock 
offering some investment bankers believe 
could come as early as the first quarter 
of 2005, or even late this year. 

And there is little doubt that if the Chi- 
nese economy continues its growth and if 
sentiment in world equity markets 
remains bullish, foreign investors will line 
up to buy the stock. Assuming slower loan 
growth of around 10% this year, CCB will 
end the year with about 4 trillion renminbi 
($483 billion) in assets. To meet interna- 
tional capital-adequacy requirements, the 


THE HEART OF 
THE PROBLEM: 
Abandoned by 
builders and 
owners nearly a 
decade ago, an 
unfinished club- 
house near 
Beijing is listed 
as collateral for 
a bad loan 


FRED HU, MANAGING DIRECTOR, GOLDMAN SACHS, 


Honc KONG 


toward the single-figure levels that inter- 
national investors demand. 

Of course, that won't necessarily mean 
that CCB will prove to be a good invest- 
ment. Doubts will persist over the true 
level of NPLs as well as the credit-risk 
assessment of new loans. “Window-dress- 
ing is a bad term,” says Lee at Capital 
Intelligence, “but that’s really what they 
have to do.” By buying stock in any of 
the Big Four banks, investors will be mak- 
ing a direct play on China’s economic 
growth, but they will also be running the 
risk of inheriting the toxic waste of its 
communist past. = 


The sale of bad loans directly from 


banks to investors—cutting out the liquida- 
tors—is a potential strategy that would gain 
some momentum from these injections. 
Newly capitalized, the banks have greater 
flexibility to sell off their loans to investors 
at discounted prices. This is, however, 
currently illegal. 


But the AMCs may have a more difficult 


time offloading their dud loans into the 
market in this scenario. “It will be tough for the AMCs to compete 
with them as investors will naturally flock towards the banks’ 


i | higher-quality assets,” says Ted Osborn, partner in corporate 
finance and recovery at PricewaterhouseCoopers in Hong Kong. 


Morgan Stanley and Goldman Sachs have each signed agree- 
ments with China Construction Bank and Industrial and Commer- 
cial Bank of China respectively to directly purchase bad loans and 
distressed assets. They are awaiting approval by the government. 
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A High Price to 
Pay for a Job 


One dark side to China’s economic boom is that 
migrant workers are owed billions of dollars in 


back pay despite some official efforts to help them 


By Anthony Kuhn/BEIJING 


WORKING 11-HOUR DAYS mixing concrete and surviving 
on bread and cabbage, construction worker Wu Xinghua has 
no illusions about his job in Beijing. “They rip off your labour, 
and they rip off your skin,” says the 30-year-old from Shandong 
province. It only got worse this autumn when his employer 
claimed financial difficulties and refused to pay him $146, 
or a third of his annual income. “I feel impotent and embar- 
rassed to return home without the pay,” he says as he waits for 
a train. “I appealed to the local labour authorities, but they just 
said it was a dispute and refused to intervene.” 


The coming of the Lunar New Year in China is tradition- 
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ally a time when people settle their debts and migrant work- 
ers count the cash to take home to their families for the biggest 
holiday of the year. But fully 72.5% of the country’s nearly 100 
million migrant workers are owed pay by their employers, 
according to government surveys published by the official 
Beijing Review in December. And, according to the Construc- 
tion Ministry, some 70% of these are in the building trade. In 
total, official reports estimated last year that employers owed 
Chinese migrant labourers more than $12 billion in wages. 

China’s glass and steel cityscapes and suburban sprawl 
are being built on the cheap, critics charge, atop a foundation 
of exploitative labour relations and dishonest business prac- 
tices. While the economy has boomed, “we've ignored the pro- 
tection of labourers’ rights, especially migrant labourers’ 
rights,” says People’s University labour expert Chang Kai in 
Beijing. “We have no clear system that says who must bear 
responsibility when their wages are not paid, and how those 
responsible are to be punished.” 

This result is widespread in an economy in which labour 
is vastly oversupplied, capital is scarce, GDP growth is a polit- 
ical imperative and awareness of legal rights among Chi- 
nese workers remains weak. Not paying migrant workers, crit- 
ics observe, is so common that it has virtually become an inte- 
gral part of some officials’ development strategies. “If offi- 
cial promotions were tied to workers getting paid, do you think 
wed still have this problem?” asks Chang. 

Unpaid debts, including payments for migrants, are equiv- 
alent to a third of the value of production in the construction 
and real-estate industries, according to the state-run China >» 


BOTTOM OF THE 
PILE: Migrant 
workers are 
usually paid just 
once a year 
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Win a Fellowship to Study 
Business Journalism in New York 





A Unique Opportunity for a Talented Journalist Working in Asia 


The Wall Street Journal, in association with New York 
University, is sponsoring a fellowship for a talented 
journalist currently working in Asia. The successful 
candidate will enter a 16 month graduate master's 
program in Business and Economic Reporting at 
New York University's Department of Journalism.The 
fellowship will cover most of the tuition fees and a 
stipend towards living costs.* 


Eligibility 

To qualify you should have a minimum of three years’ 
experience in print and/or online journalism, including 
at least one year working for an English-language 
publication/service. You should currently be working 
in Asia, have a long-term interest in business and 
financial reporting in Asia, be fluent in English and at 
least one Asian language, and have graduated from 
a four-year undergraduate program or equivalent. 


How to Enter 

Please write a 1,000 word essay addressing the 
following topics: 

hy do you think business journalism r 
t you expect to gain from the NYU program and 


atters in Asia 








what you think you can contribute to it 
our background, experiences and interests 


e how 











1 what you want to do as a journalist. 

it role you expect to play in the region 

r graduation 

Please also include a one-page resume detailing 
your education and work experience, plus copies 
of three articles written by you published in English. 


Closing deadline for entries is Jan 31,2004 
For full entry details and conditions, please visit 


http: //www.dowjones.com/awsj_nyul.htm 
or call (852) 2573 7121. 
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Youth Daily in January. This in turn contributes to a growing 
economic bubble in those sectors. Migrants’ wages, meanwhile, 
represent nearly 40% of the total income for some rural areas. 
So resolving the back-pay issue remains crucial to the govern- 
ment’s goal of raising stagnant farm incomes. 

The nonpayment of migrants is the latest in a string of 
problems, ranging from Severe Acute Respiratory Syndrome 
last year to forced evictions by rapacious developers, that 
have sparked popular demands for social justice and equitable 
development. Last March, migrants were again in the news 
when graphic designer Sun Zhigang died at the hands of police 
in the southern city of Guangzhou. His case produced an 
outcry, forcing leaders to intervene until the abolition of a 
decree allowing police to detain migrants at random. 

The plight of migrants is proving a useful plank for the pop- 
ulist, caring platform of the country’s leadership. Nobody knows 
this better than Xiong Deming, a 42-year-old pig farmer in 
Sichuan province who became the poster girl for the migrants’ 





SPEAKING OUT: Farmer Xiong Deming meets Premier Wen Jiabao 


cause. Xiong had just fed her pigs when Premier Wen Jiabao 
made an unscheduled stop in Yunyang county in October dur- 
ing an inspection of the Three Gorges dam. 

“Premier, I'd like to tell you about our family’s migrant 
work,” the plucky Xiong told him. A local contractor with a 
government construction project owed her husband $273, she 
explained, equivalent to more than a year’s pay for her fam- 
ily, leaving them hard-pressed to pay their son's school tuition. 
“I will tell the county chief that money owed to the peasants 
must be paid,” Wen replied. He chided officials accompany- 
ing him: “How would you know about the peasants’ hardships, 
sitting in your offices all day?” 

Her husband was paid in full that evening and Xiong was 
interviewed by more than Go reporters because migrants had 
officially become hot news. She did not, however, melt under 
the spotlights. “The premier doesn't come around here every 
day,” she told state television matter-of-factly, “and we can't go 
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looking for him every day.” She has continued to speak out 
for unpaid migrants, despite pressure from county officials 
to shut up. “I’ve never come up the worse for telling the truth,” 
Xiong told the Review by telephone. 


COMPETITION UNDERMINES PROTECTION 

With an oversupply of rural labour, forfeiting legal rights 
has even become a virtual requirement for many migrants 
to land jobs. China’s labour law specifies that wages should 
be paid at least monthly, but most migrants are only paid 
annually, usually just before the Lunar New Year. The law also 
states that all employees should have contracts, but few do, 
because there are always poorer people ready to work without 
them. Li Jianfei, a law professor at People’s University and a 
former Labour Ministry official, estimates that up to 90% 
of migrants work without contracts. 

Even when they are offered, they commonly “specify 
migrants’ obligations, but not their rights,” says lawyer Cheng 
Jianhong whose firm gives free legal assistance to migrants 
in Beijing. Cheng’s clients usually have no records of their 
employment, and are often unclear about exactly how much 
they are owed. Suing employers for unpaid wages usually takes 
a year or two to resolve, and entails heftier fees than unpaid 
labourers can afford. 

Contractors and developers plead that they too are victims, 
caught in a vicious chain of debt. Indeed, in China’s compet- 
itive building business, the job often goes to companies who 
will provide labour and materials up front, and receive pay- 
ment only when the new buildings are sold or rented. Devel- 
opers are now coming under extra pressure from the central 
bank, which has moved to restrict lending to the overheated 
property market. That should not be an excuse for withhold- 
ing migrants’ pay, critics note. “It’s not the workers’ fault if their 
company can't sell its products,” says Li. 

Under central government pressure, local officials have 
made some headway in retrieving back pay. Some cities have 
ordered companies to establish special wage funds before start- 
ing construction projects. Beijing has mandated 25% penal- 
ties for companies that fail to pay migrants’ wages, and has 
threatened to bar chronic deadbeats from the local construc- 
tion market. Beijing officials claim to have cleared up 90% 
of the $885 million in unpaid salaries from 2003. 

One underlying factor that has not surfaced much in this 
year’s public discussion of the problems of migrants is the over- 
all business climate in China, where trust and responsibility are 
often seen as anachronisms. The lack of good faith is evident 
in the fact that half of the more than 4 billion economic con- 
tracts signed every year in China are not honoured, according 
to state-run China Central Television in December. 

This perfidy leads to annual economic losses estimated 
at more than $70 billion dollars, CCTV added. Many Chi- 
nese see such predatory behaviour as simply the primitive accu- 
mulation of capital, an inevitable stage in China’s economic 
development. “It’s like waiting in line,” explains Li. “If every- 
body just crowds around, anyone who bothers to line up is 
going to be wasting his time.” It’s a harsh lesson that many 
migrant workers have already learned to their cost. = 
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Tell us what you really think and win an iPod. 
Dear Reader, 


If you are given the chance to create an ideal Far Eastern Economic Review, what would 
you add, drop, or change? In order to provide you with a better, more useful magazine, 
we invite you to let us know what you think of it and how it could be improved. 

The first 200 respondents will have a chance to win one of two iPods, a state-of-the-art 
MP3 player from Apple that works with both Mac's and PC's. You can go online to 
http://www feer.com /survey/reader/main.html to fill in the questionnaire or complete this 
one and either fax it back to us at (852) 2503 1537 or put it in the mail. 


Thank you in advance. 
Yours faithfully, 


es ised 


Christopher J. Graves 
Managing Director 





1. Below is a list of different publications. Please tell us a) if you subscribe and b) regardless of your subscription l ; 
status, how often you typically read each publication. 














a} Please leave blank if i b) Please tick one of the following 
you do not subscribe į for each publication 

Currently ; Read ali/ Read Read a Don’t 

subscribe : most issues some issues few issues read 
Asia Inc. mi : oF cP a mi 
The Asian Wall Street Journal (AWSJ) mi : oO Os ni Or 
BusinessWeek cp : = CR cr oe 
The Economist oO: f oO Os OF oO 
Far Eastern Economic Review (REVIEW) ur : g: cy Cy Oo 
The Financial Times (FT) "i ; Os Q: cy "i 
Forbes g i ar ar CF oO 
Fortune OF : Os Os CP Cy 
Other, please specify: 2i ; r F F r 
Other, please specify: ye ; Oo oh ir Cl 


2. How important is each of the following characteristics in selecting a business and political publication? 


Extremely Very Somewhat Not very __ Not 

important important important important imperian 
is- a trusted source a ar oF Cy ar 
is objective and unbiased Ob ur Cr cy a 
is well written (m h aj tL CF my 
Delivers in-depth analysis and interpretation mi Oo oF oF a 
Gives me quick summaries of the key news oF cr mre ce a 
Contains information | can’t find in other publications ub tk ay Cr o> 
Gives me advance warning on what may happen in Asia cs oO ar ar ir 
Has reporters and journalists on the ground in Asia o ck ar CP mi 
is an essential source for doing business in Asia uF cr Ck cy Cy 


3. Which one of the following publications performs best on each characteristic? Please tick only one per statement. 





Asia Inc. AWS} Business The REVIEW FT Forbes Fortune 
Week Economist 
is a trusted source oO cy Oo ch cb Ck cy ae 
is objective and unbiased oO cr cr cy ob or cr cP 
< Jewell written zi cp aF g: oF Cy’ cy tl? 
Delivers in-depth analysis and interpretation ay Cy Ck oF E ak cy OF 
{Contd}. 
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Asia Inc. AWS} Business The REVIEW FT Forbes Fortune 
Week Economist 


Gives me quick summaries of the key news a r ae Cy cr cy ay Oo 























Contains information | can’t find in other publications LF Oe ay Cc OF ei sj are 
Gives me advance warning on what may happen in Asia O CF "j ar Ei as Cy Qe 
Has reporters and journalists on the ground in Asia r Cy or ar e ue cy ne 
is an essential source for doing business in Asia ag ce Cy d OF Cis Cy ge 
4. What do you think of the current mix of stories in the Far Eastern Economic Review? 
Too much Just right Not enough 

Business and economics OF cy ar 
Politics ae Q Oo 
Geographical coverage: 

Greater China (China, Hong Kong, Taiwan) Fr cy a 

Southeast Asia up d ao 

South Asia (indian Subcontinent) OF cP Oo 

North Asia (Japan, Korea) OF oO mi 

Global /USA/ Europe /international cP Cy m 


5. Please indicate the types of stories that you are interested in for China, India and other emerging markets. 
Please tick all that apply. 








China india Other emerging markets 
Detailed business news Q a m 
Quick summaries only of business news CP Cy r 
Business strategies cr OF ay 
Politics ay Q: or 
Other, please specify: 
None of the above oF Bi "i 


6. We'd like you to create your ideal version of the Far Eastern Economic Review, so please rate the following topic 
areas on a scale from extremely important to you to not important at all. Do not put down what you think may 
sound good for other people—put down what you yourself honestly would like to read. And remember, you won't 
have time to read everything, so be tough and prioritise! 





Extremely Very Somewhat Not very __ Not 
i : . : important 
important important important important at all 
Regional news summaries/briefs (7he top news, 
business and political stories from around Asia this week, 
briefly summarised) uF Oo a: r ar 
In-depth stories on specific countries UF cl oP ty mi 
Profiles of and interviews with business and political leaders Ch oF cr cy ar 
In-depth look at companies 
(Background on companies and their management strategies) a} oy cP aF Bi 
Managing 
(Advice and strategies you can use to run your business) oE u: H; or r 
Personal technology 
(Reviews and guide to the latest gadgets and gear for you) uF Cy CF "i ar 
Technology news 
(Latest news and developments in computing, telecoms, ete.) ch a ar F mi 
The latest in science and life science developments Oo a cr ar E 
Media and marketing news and trends in Asia Oe Oo Cy LFP mi 
Financial markets coverage a Cy cP Cy r 
Personal finance 
[Family investments, retirement plans, real estate, 
children’s education, etc.) cr Cy cP cy ao 
Articles about lifestyle and culture Q ‘ay oO Ck r 


Page 2 





~ | Qa Reader Survey | 


7. Which statements best describe you? Please tick all that apply. 





I need all the raw information | can get on Asian business and markets a 
| need insight and analysis on Asian business and markets are 
| want short items just to make sure | haven't missed anything in the news oF 
| have far too much to read and not enough time Cc} 
I'm reading more and more online these days E 
i make time for important business reading such as magazines at some point during each week Cy 
| need more and more global information (more business information about Europe and North America, for example) Cy 
| need more and more information about Asia mi 
| need to keep up with emerging markets apart from China or india my 
It is important for me to learn about trends, emerging threats and opportunities before others do cy 


8. Overall, how satisfied are you with the Far Eastern Economic Review? 





Extremely satisfied Q 
Very satisfied ge 
Somewhat satisfied a 
Not very satisfied ck 
Not at all satisfied ur 


9. Have you seen any advertising, in print or television, for the Far Eastern Economic Review in the last three 
months? 





Yes OF 
No Q? Please skip to Q11 
Not sure CP Please skip to Q11 


10. Which of the following do you remember about the advertising (in print or television)? Please tick only one. 





Asian executives on the streets of London Q 
Business executives on an airplane ar 
Spies trying to get business information ae 
Executives on a yacht OF 





11. In which country do you live? 


12. Are you a man or woman? 


Man a Woman QF 
13. What is your age? 
Below 35 CP 35-44 UF 45-54 Cp 55 or above C+ 


14. What is the nature of your employers’ business? If you are self-employed, please indicate the nature of your business. 


Banking/finance/asset management gr Government/civil service /education Ly 
Manufacturing cP Retired/living from investments "i 
Wholesale/ retail trade cr Homemaker /Student/Not currently employed UY 
Business or professional services uy Other, please specify: 





15. If employed, which of the following best describes your current position? 


Top management (e.g., CEO or other C-level executive, owner/partner, VP, Managing Director, General Manager, etc.) mi 


Middle management (e.g., department head, administrative manager, sales/ marketing director manager, etc.) uy 
Professional (e.g., accountant, attorney, medical, educator, etc.} Cy 
Other, please specify: 

Not currently employed /Not working cy 


Thank you for your cooperation. 
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Take An Idea, 
Make It Real 


Right at the cutting edge is where Asia’s young 
inventors hang out—working to create life- 
improving solutions. Now, we reward them 


with inspiration and hard work. 
Just look at the three winners of the Far Eastern Economic 
Review's Young Inventors Awards. Each is from a different 
discipline, but all are working toward one goal: life-improv- 
ing solutions. 

In the fourth year of the awards, held in association with 
Hewlett-Packard, we reward these young, gifted individuals 
for their cutting-edge work and the promise it holds. 

Imagine growing an organ within the body to replace a 
diseased one. One day, it could be possible. This year’s Gold 
Award winner built tiny frames, molecule by molecule, on 
which to grow and control living human tissue. 

Next, imagine a clean, affordable alternative-energy source. 
Our Silver Award winner created a new form of carbon which 
could make fuel cells more efficient and affordable. Many 
believe fuel cells are the energy source of tomorrow. They have 
the potential to reduce urban air pollution and cut reliance on 
fossil fuels—and their only by-product is water. 

Now imagine efficient food production that requires 
no soil and minimal water. Our Bronze Award winners 
developed an improved method for growing plants and crops 
that feeds roots with a fine, nutrient-rich spray. With the 
world’s population tipped to reach 9 billion by 2050, strain- 
ing fresh-water resources and food production, this sys- 
tem has huge potential. 

And now the rewards. For their efforts, this year’s win- 
ners, who were chosen from 12 finalists by our panel of 13 
judges, have won: 

Gold—HP computing equipment worth $5,000, two 
videoconferencing systems from Polycom of Singapore and 
a $7,500 grant for their university from the REVIEW. 

Silver—$4,000 worth of HP computers and a $5,000 
grant. 

Bronze—$2,500 worth of HP computers and a $2,500 
grant. 

Each also receives a trophy and a trip to HP Labs in Palo 
Alto, California. 

To meet the winners, read on. 

MICHAEL SOMERS 
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Material 
Advantage 


This wake-boarding scientist’s 


tiny scaffolds could give a big boost 


to tissue engineering 


By Trish Saywell/SINGAPORE 


A is no ordinary 
i à science geek. He wake- 
l say | boards and plays beach 
X 3 J volleyball. His hair is a 
Sp little spiky, with a whisper 
of reddish highlights, and 
his favourite baseball player is Japan's 
Hideki “Godzilla” Matsui, the legendary 
power hitter from the Yomiuri Giants 
who signed a $21 million major-league 
contract to play for the New York Yankees 
in 2003. 

Inai himself played baseball in jun- 
ior and senior high school and wanted 
to become a professional player. But 
when at 15 he realized that he didn't have 
what it took for the big leagues, he 
diverted his attentions to an earlier pas- 
sion: dismantling faulty electronic gadg- 
ets. “My father always told me if I 
spoiled something I should try to fix it 
myself,” he says. 

This early tinkering triggered his 
interest in engineering. But Inai got off to 
an inauspicious start in his earliest efforts. 
He gave himself an electric shock while 
taking apart his parents’ video machine, 
and when he tried fixing his Walkman he 
couldn't put all the little pieces back 
together again. 

Thankfully, these early setbacks didn't 
faze him. And after earning bachelor’s and 
master’s degrees in mechanical engi- 
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SUPER STRUCTURES: Inai’s machine builds minuscule scaffolds for human cells to grow on 
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è Yesterdays computers, 
7 tomorrow's tricycles. 





By 2010, an estimated 350 million outdated 

computers will end up in landfills worldwide. 

HP began its first PC recycling program 
i 11 years ago. Today we process 6.5 million 
$ pounds of product each month globally, turning 
old PCs into material that can be used to 
make new PCs, car parts and even bright red 
tricycles. To recycle your unwanted computer 
hardware, visit www.hp.com/plus_recycling 


= everything is possible 


)04 Hewlett-Packard Development Company, L.P. 























¥ 
Y 


neering at the Kyoto Institute of Tech- 
nology, Osaka-born Inai moved to Singa- 
pore to work towards a doctorate in bio- 
engineering. 

In little more than a year at the 
National University of Singapore, Inai 
has made a big name for himself. The 
young inventor has succeeded in build- 
ing minuscule two- and three-dimen- 
sional scaffolds from polymer nanofibres 
for cultivating living cells. 

Inai’s work won him the Gold Award 
in the Review’s 4th Young Inventors 
Awards. Applications for his scaffolds 
could include growing new skin for burn 
victims, as well as new muscle cells and 
blood vessels for transplants. 

Tiny scaffolds are essential tools used 
in tissue engineering, or developing tis- 
sue grafts to grow body parts. Inai has 
modified and improved the existing 
method of building these scaffolds, 
known as electrospinning. 

“He’s taken the electrospinning pro- 
cess to the next level,” says Seeram 
Ramakrishna, a professor at the National 
University of Singapore's Nanobioengi- 
neering Lab. Inai has designed a 
machine that can, for the first time, build 
three-dimensional scaffolds. 

The machine also allows greater con- 
trol of the alignment of fibres in two- 
dimensional and three-dimensional scaf- 
folds. “He came up with this new design, 
how to automate the process, as well as 
how to include the various jigs, fixtures 
and instruments associated with the spin- 
ning process,” says Ramakrishna. 

So how are the scaffolds used? In tis- 
sue regeneration, cells are placed onto 


38 far Eastern Economic Review 


: 2) 
just want to be a good one 

















ce F . = 
There are many famous materials scientists, but I 


Ryuji INAI, GOLD WINNER, YOUNG INVENTORS AWARDS i 


the scaffolds, where they attach them- 
selves to polymer fibres—which are 
smaller than a human hair—and there 
they thrive. 

Because the fibres are better aligned, 
than on existing scaffolds, Inai’s scaf- 
folds allow greater control of cell growth. 
In a written submission to the REVIEWS 
panel of judges, he cited the example 
of growing cells for a coronary-artery 
graft. He said smooth muscle cells could 
be grown in a scaffold that mimicked an 
artery. “[This will lead to] the improve- 
ment of the vascular-tissue regeneration 
speed and the probability of long-term 
success of the vascular graft.” 

What’s more, the polymer nanofibres 
are biodegradable, meaning they can 
degrade naturally in the body. Inai hopes 
that, eventually, they could be used to grow 
tissue in vitro, or inside the body. 

So far, Inai has made headway con- 
trolling the diameter of the nanofibres, 
the distance between each one, their ori- 
entation and stacking in three dimen- 
sions. The next step: to refine the size 
of the polymer nanofibres, the thick- 
ness of the scaffolding, and the distance 
between each nanofibre by using differ- 
ent kinds of polymers. “If we can control 
the direction in which cells grow on the 
scaffold, we may be able to regenerate tis- 
sue faster,” he explains, adding that it’s 
still early days. 

Now Inai is applying for a patent for 
his technique of developing the nanofi- 
bres on his specially adapted electro- 
spinning machine. 

Jeffrey Goh, chief executive officer of 
Singapore-based Lightspeed Technologies 
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and one of the judges in this year’s Young 
Inventors Awards, describes Inai’s work 
as “simple in concept” but having “a 
mind-boggling impact.” 

This small step makes it possible to 
create a predictable environment with 
hopefully predictable outcomes when 
used in the human body, Goh explains. 
“Imagine a vanishingly small fibre. 
Now put a bunch of them together [and] 
you get something like paper. Now, if 
you can make all the fibres line up like 
little soldiers on a parade ground and 
you get to control the two layers’ align- 
ment, you get something like a woven 
piece of cloth.” 

Inai says he likes working with poly- 
mer nanofibres because they can be used 
in a variety of disciplines—not just in 
medicine. The microscopic polymer 
nanofibres can be used to create “breath- 
able” fabrics that are chemical barriers. . 
They can also be used to make wound 
dressings, cosmetics, face masks, filtra- 
tion systems, electrical conductors and 
medical prostheses. In addition, they can 
have drug-delivery applications. 

“My research topic is to investigate 
the relationship between structure and 
properties of polymer nanofibres,” he 
explains. “But our focus is on tissue 
engineering.” 

Inai won a Singapore government 
scholarship to the university and hopes to 
complete his doctorate within four years. 
“I want to be a researcher forever,” says 
the 27-year-old who recently married his 
sweetheart of 10 years. “There are many 
famous materials scientists, but I just 
want to be a good one.” = 
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SILVER 


Fuel-Cell Thrift 


A revolutionary carbon material may make the 
mass production of some fuel cells feasible 


By Kim Jung Min/SEOuL 


ʻi REMEMBER THIS YOUNG MAN: Han Sang Jin. 
A A doctoral student in applied chemistry at 
Seoul National University, Han may one day 
be remembered as the man who closed an 
7 enormous research gap for his nation in a tech- 
nology that could change the world. 

The technology involves making fuel cells that could power 
everything from cars to mobile phones without producing pol- 
lution. Fuel cells have existed for years, but the cost of pro- 
ducing them has been prohibitive. Han's contribution is to 
create a carbon-material production technology that may result 
in dramatic manufacturing-cost reductions. 

His achievement, which Han terms the “synthesis of 
new carbon materials for fuel-cell electrodes,” has received the 
Silver Award in the REview’s 4th Young Inventors Awards. 

A fuel cell operates like a battery in its delivery of electricity. 
The difference is that while a battery stores electricity that’s 
been generated elsewhere, a fuel cell is like a tiny factory 
that produces power as needed and thus needn't be recharged 
or discarded when it is spent. A fuel cell consists of two 

-electrodes sandwiched around an electrolyte. Electricity is gen- 
erated from an electrochemical reaction in which oxygen and 
hydrogen combine. 

Although fuel-cell technology is still in its infancy from 
an industrial standpoint, due mostly to the cost of the mate- 
rials and the difficulty of safely and inexpensively delivering 
hydrogen to the cell, Han is optimistic. The fact that fuel cells 
have so much potential should continue to drive improve- 
ments, he says. “The technology will bring so much benefit 
to countries like Korea that must rely on imports,” he says. 

The present high cost of producing fuel cells is a big 
hurdle. Platinum, an expensive precious metal, is widely used 
as a catalyst on some fuel-cell electrodes. But the carbon mate- 
rials created by Han and his research team improve the effi- 
ciency of such cells, so that they can produce the same amount 
of electricity with only one-sixth as much platinum. 

In 2002, after three-and-a-half years of trial and error, 
Han and his research team finally achieved the break- 
through they had been seeking to improve the performance 
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and stability of fuel cells using their new carbon material. 

There have been numerous kinds of fuel cells devel- 
oped, many of which won't need Han's new material. But he 
has developed a material that allows one especially promis- 
ing kind of fuel cell to produce the same energy much less 
expensively than before. “It’s exceedingly simple and inex- 
pensive. That is a big breakthrough,” says Hyeon Taeg Hwan, 
who supervised the project as a professor at Seoul National 
University’s School of Chemical Engineering. 

Hyeon is thrilled. He believes the new carbon material 
could enable South Korea to stay a step ahead of its global 
competitors in the development of fuel-cell technology. Many 
industry experts believe that the nation lags about five to seven 
years behind the United States and Japan. Han filed a U.S. 
patent application in October 2003. He says two local com- 
panies have shown interest in investing in the technology and 
one global battery company approached them. 





BOTTOM LINE: Han found a way to make fuel cells more cheaply 


Han says he’s always wanted to work in a field of sci- 
ence that could produce tangible benefits for his country. 
South Korea is the sixth-largest crude-oil consumer and the 
fourth-largest crude-oil importer in the world. “Renewable 
energy is a hot field. And Korea should be more serious about 
developing a new source of energy than anyone else in the 
world,” says the 28-year-old. 

Han wants to continue his research and would like to 
focus on the creation of tiny machines and devices, known 
as nanotechnology. But he says he is uncertain about the 
prospects in South Korea for professional researchers like 
himself. “The reason why young Korean students are shying 
away from science and engineering is the relatively low pay 
and . . . lower social status. It’s important to give incentives 
to young students to study engineering and science and to 
boost the morale of scientists,” he says. = 
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Growth Market 


A new system for delivering water and nutrients to 


plants in a soil-less growth chamber shows promise 


By Trish Saywell/SINGAPORE 


IT PAYS TO BE ATTENTIVE in physics classes. 
That may be the big lesson from a new sys- 
tem developed by two Singaporean university 
students to deliver water and nutrients to plants 

grown in a soil-less environment. 

Joanna Tan and Ginny Tan (not related) have 
developed a hothouse irrigation system that saves money on 
the cost of equipment to set up the plant-growing operation and 
also saves on the energy and complexity needed to keep oper- 
ating. For their achievement, the two have won the 2003 Bronze 
Award in the REviEw’s 4th Young Inventors Awards. 

The invention of a new irrigation system came as a response 
to something that has driven much inno- 
vation in the history of technological achieve- 
ment: a simple mistake. As third-year stu- 
dents at Singapore’s Ngee Ann Polytechnic, 
the Tans one day forgot to flip the switch 
on a generator that ran the pumps sustain- 
ing a crop of butterhead lettuce with water 
and nutrients. The entire crop died. 

The students were growing the let- 
tuce on the rooftop of the polytechnic's life- 
sciences lab using a conventional “aero- 
ponics” system. In that system, the lettuce 
roots dangle in the air from a polystyrene 
lattice in an enclosed growth chamber. A 
pump forces water through tubes, and the 
water emerges as mist containing a nutri- 
ent solution. Hot, moist air generated by 
the pump, which can damage plant roots, 
is cooled by an electric chiller. 

Joanna and Ginny decided to focus on 
developing a different system to deliver 
nutrients that would generate only a frac- 
tion of the heat, and therefore eliminate the 
need for a cooling system. After six months 
of thinking and brainstorming about the 
problem, the students came up with their 
“air-dynaponics” system. 
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In their prototype, a small air pump of a kind that might 
be found in an aquarium replaces the bigger pump needed 
with aeroponics. A smaller pump can be used because of a 
physical property of airflow that would be familiar to engi- 
neers studying lift in aircraft or students looking at funda- 
mental physical properties. Called the venturi effect, this prop- 
erty relies on the fact that a constant flow of air through a nar- 
rowing tube increases in velocity. 

Joanna and Ginny found that by tapering the width of the 
tube they used to mist plants they could achieve a nutrient spray 
that required much less force than before. Less pumping power 
meant that they could use a relatively tiny pump that didn't gen- 
erate much heat and require a chiller. “We're saving a lot on 
energy consumption,” notes 20-year-old Joanna. “This inven- 
tion can be useful anywhere where there istit much energy avail- 
able, such as in developing countries in the Middle East.” 

When the two students compared the lettuce grown using 
their air-dynaponics system and lettuce grown under traditional 
aeroponics, they found that the crops were of equal weight 
and similar quality. The main difference: Lettuce grown aero- 
ponically was more prone to root damage. Indeed, temperatures 
taken at the root of the plants were at least 6 degrees Celsius 
higher than for crops grown using their prototype. 

Also important, unlike the aeroponics system where elec- 
trical-power failure typically ruins crops, 
the air-dynaponics system has a shallow 
reservoir of nutrients that can sustain 
plants during a power failure. 


FARMERS TAN: 
Ginny Tan (/eft) 
and her student 


colleague Now the Tans, who have recently grad- 
Joanna La uated from Ngee Ann Polytechnic’s three- 
came up with a i e a 

eth A year diploma course in life sciences, hope 


their successors at the school can carry on 
and build a larger model of the system that - 
could be broken down into modular kits and 
sold to the public. Their project supervisor, 
Gregory Chow, is optimistic: “The market is 
there but we have to educate the public.” 

The system could quickly become valu- 
able in a country like Singapore, which 
imports 90% of its vegetables. Joanna and 
Ginny say their soil-less cultivation tech- 
nique drastically cuts back on the use of both 
energy and water. It costs just S$0.50 (29 
U.S. cents) to produce one kilogram of let- 
tuce grown air-dynaponically, which is a 
tenth of the cost using aeroponics. 

Chow hopes that schools in Singapore 
will start using the system. “The system is 
not high maintenance,” he explains. “It’s 
easier to convince people to grow their own 
vegetables now.” = 
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stone towards that revolutionary breakthrough. This year, we'd like to salute 


Ryuji Inai from Singapore, who won gold; Sangjin Han who hoisted the silver 


for South Korea; and Singapore bronze winners Joanna Tan Hwa Lay and 


submissions, and wish them success on their respective pursuits. We look 
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In science, 


forward to seeing you all make even greater strides in the future. 


REVIEW CA To find out more about this year’s inventions and how they'll affect your life, log on to www.young-inventors.feer.com 


invent Special thanks to Polycom for providing conferencing facilities to the judging panel. 
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BY JEREMY WAGSTAFF 


At Last, Some Order 


If you’ve resolved to get organized there’s some seriously cool software out there that could 
help—starting with outliners to organize, among others, your recipes and CD collections 











It’s not easy trying to persuade others to try soft- mention word processor, spreadsheet, presentation preparer, etc. 
ware I’ve found useful myself. Most just start to Really, there is some good software out there that can make things 
nod the more I talk, like those toy dogs on car dash- a lot easier for you. But you're in a hurry so I'll tell you about 
boards, their eyes glazing over as their minds wan- just one kind: Outliners. 
der into some place where a guy is not going on An outliner, to coin a phrase, creates outlines: lists of any- 
and on about software. thing—recipes, the constitution of the United States, your CD 
The truth is, most people stick with the e-mail collection, all the Loose Wire columns ever written—which is 
program their computer was born with, not to stored in the form of a one-sided tree. It’s easiest to think in terms 


of cutting your screen in half, and on the left having a list of items. 
Click on one of the items and more details about that item will 
appear in the right-hand window. 
You get a view of the overall issue/document/list, and then 
you get a view of the detail, all at the same time. The left 
side is usually called a tree, because you can add branches 
and sub-branches to it, all of which can link to chunks of 
text (or pictures, or tables, or whatever you want) which 
appear in the right-hand window. Simple. And not that 
unusual: If you're a keen word-processing person, you'll 
know programs like Word have an “outline” feature, which 
will nest all your headings and subheadings in a tree, so long 
as youve applied the right styles. 

If you'd bumped into someone in the 1980s, when per- 
sonal computers were beginning to become popular, and 
asked them about outlining software, they probably would 
have known what you were talking about. However, after an 
initial burst of excitement, they never really took off. Nowadays, 
no big software maker has an outlining program for Windows 
that I know of. 

This is weird, because it’s not rocket science. And they really 
are great places to store large amounts of digital data. They're more 
flexible for storing your contacts than, say, Outlook, because you 
dont have to fill in any fields. Just copy and paste in the person's 
contact details from their e-mail and that’s it. They’re more 
flexible than database programs such as Microsoft Access 
because they allow you to store data in any size or format. Just 

add a branch somewhere and throw it all in. It’s flexible. 
The other good news is that despite, or perhaps because 
of, the lack of interest from software giants, there are a lot 
of good outlining programs out there. They’re mostly 
made by very small companies consisting of one or 
two people, which means they care a lot about the prod- 
uct and they listen when a customer has a problem, 

or offers feedback. 

I’ve long used Jot by Kingstairs Software ($30 from 
www.kingstairs.com) but have recently defected to 
another product, MyInfo, from Milenix Software 
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to entries in the list. Why 
would you want to do that? 
Say you’ve got an entry on 
clay pots in northern Thai- 
land, and you want to view 
the basic details but then get 
access to photos of the clay 
pots, a history of Northern 
~ Thailand and a picture of 
your dog sitting in a clay pot, 
then MyBase is the one for 
you. It’s also available in a 
network edition. 
Info Angel (free, or 
a pro edition for $25 from 
Angelic Software at 
www.angelicsoftware.com) is 
also worth a look. It’s well 
designed, simple, and also 
boasts a built-in browser. 
TreePad (from Dutch com- 
pany Freebyte at 
www.treepad.com) is a 
heavyweight version of the 
same approach, with lots of 
functions you can customize. 
There are several versions, 
including one for 
Linux operating- 
system fans. Prices 
start at $30. 
InfoSelect 


WUYIN aed 


UNDER THE WIRE 


The Latest 
Software and 
Hardware 
Ungrades, Plug-ins 
and Add-Ons 


If you’re looking to bring 
some order to your info there 
are plenty of alternatives to 
outlining programs Jot and 
Mylnfo (see main story)—all 
available for trial downloads: 
MyBase ($40 from 
WJJ Software at 
www.wjjsoft.com) has a 
feature that allows you to 
store—and list—files attached 


($35 from www.milenix.com). There are many such programs (see 
above) but MyInfo wins, in my view, for its simplicity. There are 
no complicated icons, weird menus or blinding colours. It’s just 
you, two window panes and the beginning of a tree. So who is 
behind this sophisticated beast? 

It turns out to be a 22-year-old Bulgarian called Petko 
Georgiev. He has been working on MyInfo since he was 18. 
He was studying business informatics in Sofia when he read 
about a (now long dead) outlining program called Vault, and 
decided he could do better. He didn’t know anything about 
writing computer code so he spent a year learning computer-pro- 
gramming language C++. 

He released MyInfo in 1999. Things did not go well. “Sales 
were low and it seemed that there was no future in what | 
was doing,” Georgiev remembers. But he persevered and, after 
releasing another version the following year, he found he was 
cultivating a loyal following. 

When he got a long, encouraging letter from one user at the 
end of 2000, he decided he would do it for a living, and make the 
software as professional as he could. After hiring a Web designer 
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($150 from MicroLogic at 
www.miclog.com) is probably 
the most complex. You can 
do a lot with InfoSelect if you 
want to, but while | can see 
the benefits, | found 





Josh Estey 





best if you want to organize 
things more structurally. Not 
that it’s inflexible: It just pays 
off if you spend some time 
organizing the fields—called 
properties—of each item. 


the interface Indeed, it 
slightly bewilder- Othe den Sections, helps to do that 
ing. One plus: You $ / T= with all these 

can buy a version 2 í g programs so that 
which synchro- i ull when it comes to 
nizes with your H adding something 
Palm (other Palm t Ad in a hurry, you 
outliners include È i can easily figure 
Bonsai, $25 from È Sel gensectionefe® out where it goes. 
Natara Software at à _— ~ 7 For Apple 
www.natara.com N fans, Omni- 

and ShadowPlan, $23 Outliner ($30 from 


from www.codejedi.com). 

ActionOutline ($35 from 
www.actionoutline.com) is 
another deceptively simple 
outliner, as is Golden Section 
Notes ($20 from TGSLabs at 
www.tgslabs.com). 

Coolbase ($35 from 
Argentum Corp. at 
www.argentuma.com) works 


Bonsai” 








www.omnigroup.com) is the 
best bet for outlining. But 
you could also try two pro- 
grams | reviewed a few 
weeks back [Hurrah for 
Great Software, Oct. 23, 
2003] which follow the same 
principles, but are more 
ambitious: NoteTaker ($70 
from AquaMinds Inc. at 
www.aquaminds.com) and 
Tinderbox ($145 from East- 
gate Systems Inc. at 
www.eastgate.com). 


and an assistant developer, he came up with MyInfo 
2, which is now a modest success, and is the out- 
liner of choice for on-line gamers (who have to store 
and retrieve lots of esoteric data quickly). He’s plan- 
ning another version this year. 

Call me sentimental, but I think it’s great that 
an individual can create something so useful and 
remain so committed to it. Software like Jot and 
MyInfo has saved me oodles of time that I other- 
wise would have wasted trying to find a place to 
save a document, or text, or a Web address, where 
I could find it again. 

I suggest you try it, if you haven't already. If you 
have, buy me a drink and IlI tell you all about 
the benefits of some new gadgets I just know 
would change your life: a USB-powered coffee 
warmer and a cigarette lighter that plugs into your 
PC (and can recharge your hand-phone while you 
nip out for a smoke). Interested? = 


More musings at http://loosewireblog.com 
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India Reaps 
Rich Rewards 


After years of neglect and apparent government indifference, India’s tourism industry is 
growing fast. A combination of good economic news, a successful advertising campaign 
and being spared last year’s Sars outbreak has brought visitors in droves 


ON A RECENT Sunday afternoon in south 
Mumbai, hotel touts were having a field 
day. “All booked,” they gleefully announced 
to scores of tourists, many of whom were 
medium-to-high-budget travellers, as they 
hoped to lure them into one of the area’s 
numerous low-budget holes in the wall. 
Shockingly, the low-rent motels were 
booked as well. This is the story all over 
India this tourist season. 

It’s quite a change from the past 20 
years or so. India seems to have been a pre- 
ferred destination for Western tourists only 


INCREDIBLE 
INDIA 


e In the past 18 months, 
India has focused on 
promoting tourism 


¢ it launched an effective 
international advertising 
campaign 


e India was spared the 
Sars outbreak, which 
hurt many Southeast 
Asian destinations 


e Tourist arrivals are up in 
record numbers 
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once before—in the 1960s’ flower-power 
era. Of course, over the years many visitors 
came to see the Taj Mahal, but confronted 
by the hordes of touts and spurious guides, 
they rarely ventured beyond the golden tri- 
angle of Delhi-Agra-Jaipur. 

It didn't help that the Indian govern- 
ment never promoted tourism in an 
organized fashion or made known the 
wealth of historic sites that India has to 
offer. In comparison, countries like Thai- 
land, Malaysia, China and Singapore have 
been miles ahead of India. In the year to 


| 


By Shailaja Neelakantan/NEw DELHI 


May 2001 India had about 2.5 million 
tourist arrivals while China, Malaysia and 
Thailand had in excess of to million 
tourist arrivals each. 

The Indian government’s attitude 
towards tourism suddenly changed for the 
better a year and a half ago and it has 
already made a difference. While tourist 
arrivals haven't crossed even the 5 million 
mark, the increase has nevertheless been 
dramatic compared to Southeast Asia. In 
2003, India’s tourist inflow rose 15.3% and 
foreign-exchange earnings through tourist 





EXOTIC: Tourists check out a fruit market in the western state of Goa 
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arrivals rose as much as 20% over 2002’s 
figure. In fact, tourism in 2003 exceeded 
pre-September 11, 2001 levels. 

According to data compiled by the 
Pacific Asia Travel Association, a trade 
grouping, in January-September 2003 
tourism declined over the previous year 
by 28.5% in Malaysia, by 12.7% in Thai- 
land and 23.5% in China; Singapore saw 
a decline of 23.4 % in January-October 
2003. “India’s growth has been beyond 
expectations. Only once did we see growth 
of this kind and that was some years after 
the liberalization of the Indian economy 
had begun, but even then it was a corpo- 
rate-driven boom. This is pure tourism,” 
says Vijay Srinivasan, deputy general 
manager at Le Passage in New Delhi, 
which arranges high-end package tours 
mostly for French tour groups. 

Most of the five-star hotels are see- 
ing more than 80% occupancy and some 
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DUNE BUGGIES: Rajasthan remains one of India’s top tourist destinations 


of the lesser-known five-star hotels are 
overbooked. “Clients who made bookings 
several months ago are being bounced 
and I am getting requests for bookings 
that I am not able to cater to. I have also 
had to move many from five-star hotels to 
three-star hotels,” Srinivasan says. 

In the top destination states of Goa, 
Rajasthan and Kerala, there are no rooms 
available until the end of March. “A Le Meri- 
dien hotel opened just outside of Jaipur 
[one of the top tourist destinations] as late 
as December 14 and already you can't get 
any rooms there,” says Prateek Chawla, 
director of Outbound Travels, a New Delhi- 
based travel-services company. 

“India is in the limelight in every 
sense of the word,” says Arjun Sharma, 
who runs the Heritage Village Club in 
Goa. “Confidence about everything 
Indian is pretty high. There are Indians 
at the top of their professions all over 


Europe and in the United States and the 
great Indian economic story is becom- 
ing known all over the world.” 

The fact that the Severe Acute Respi- 
ratory Syndrome, or Sars, outbreak com- 
pletely bypassed India also has a huge role 
to play in India doing better compared 
with other Asian destinations. “European 
and Western tourists make plans eight 
or nine months in advance, and when Sars 
happened was when they were making 
their plans, so India has benefited from 
that as well, but that isn’t the only reason,” 
says Le Passage’s Srinivasan. 

A big reason is that India’s Ministry 
of Tourism, with its subtle and charming 
“Incredible India” campaign, is push- 
ing the great Indian story effectively. 
“Before [this campaign] India was being 
promoted differently in different coun- 
tries, if at all. There weren't two or three 
distinct images. This campaign >> 
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changed that,” says Lavanya Anirudh, 
an account director at Ogilvy and 
Mather (India), the ad agency that cre- 
ated the campaign for the Department 
of Tourism. The Incredible India cam- 
paign started in December 2002 and 
focused on yoga, ayurveda and other 
spirituality-related concepts. 

“Yoga, we own it but have never 
flaunted it,” says Anirudh. “Bali, etc., are 
flaunting yoga and meditation with their 
spas. But we have had it for centuries 
and centuries. And the real ayurveda is 
in India. We decided to showcase all of 
that and we layered the entire campaign 
with spirituality.” 

When she asks people what they 
think of the campaign, she says, “I just 
keep hearing that ‘incredible’ is 
absolutely the apt word to describe India. 
The country isn't perfect; everything isn't 
laid out for you on a platter. Yes, we have 
cows on the narrow streets, but this is 
mixed with some amazing stuff.” 

“We have spent $5 million on this 
campaign since December 2002 and plan 
to keep it going,” says Amitabh Kant, a 
joint secretary at India’s Ministry of 
Tourism. He says the campaign—in print 
as well as on television—is focusing on 
Southeast Asia, Australia, Britain, France, 
Italy and Germany. Almost all experts 
agree that American tourists are still very 
nervous and are likely to focus on short- 
haul trips. 

Kant adds that part of the campaign is 
to focus on domestic infrastructure at 





India’s numerous heritage sites. “We are 
also now working closely with tour oper- 
ators and we partner with them to provide 
brochures and other support. Our diver- 
sity is our challenge, and with our focused 
campaign we have been able to highlight 
our strengths,” he says. 

It all seems to be working. India was 
among the top ro countries in Conde Nast 
Traveller's British editions annual Read- 
ers’ Travel Awards 2003, published in 
October. The magazine’s readers preferred 
India to Singapore, Thailand and Malaysia 
in Asia and even Greece and Switzerland 
in the West. Readers were asked to rate 
travel facilities and service, including 
hotels and spas. Raj Vilas, a hotel in Jaipur, 
in the northern Indian state of Rajasthan, 
was voted the best in the Overseas Leisure 
Hotels Asia category. 


PROMOTING INDIA 

Several publications in India quoted 
Conde Nast Traveller's British editions edi- 
tor, Sarah Miller, as saying: “India’s result 
is very exciting and shows the country’s 
increased popularity among sophisticated 
travellers. It also reflects very positively on 
individuals involved in promoting India 
as a tourist destination.” 

In 2003, India’s travel-and-tourism 
industry is expected to have generated 
529.4 billion rupees ($10.5 billion), or 2% 
of the country’s GDP, according to a 
World Travel and Tourism Council report. 
It adds that the broader travel-and-tourism 
economy—that includes the railways, 


NEW MESSAGE: The “Incredible India” campaign helped project an entirely different image 
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domestic air travel, tourism infrastructure 
building, and the like—is expected to total 
$24.3 billion, which is 4.8% of GDP. If 
things stay on course, tourism is set to 
flourish. The WTTC report says that over 
the next 1o years, India’s travel-and- 
tourism industry is expected to achieve 
annualized real growth of 7.9% to bring 
in $28.4 billion in 2013. By then the travel- 
and-tourism economy overall is expected 
to hit an annual $68.3 billion. 

“This more than just a recovery to pre- 
9/11 levels. I see tangible growth and I 
think the real take-off will be next year,” 
says Uttam Dave, chief executive of PKF, 
a travel-outlook consultancy. That seems 
certain, barring any unforeseen circum- 
stances, especially as the Indian govern- 
ment has expanded its “open skies” policy. 

Previously, flights were always over- 
booked and India would let international 
airlines increase their flights to the coun- 
try only for certain months. Now, the 
government allows airlines from South- 
east Asian countries to operate daily 
flights to India, especially to its big cities 
and over a dozen tourist destinations. 
“The prime minister has taken a bold 
decision that will lead to much better air 
connectivity and will increase tourist 
inflow,” says Kant. 

Almost everyone in the industry lauds 
the move. “Increased capacity will reduce 
costs, we hope,” says Sharma of the Her- 
itage Village Club. “Typically, a flight to 
India from Britain or the U.S. is 40% 
more expensive than a flight to Thailand, 
Indonesia and even Australia,” he says, 


2 adding that already, carriers like Lufthansa, 


Singapore Airlines and Malaysia Airlines, 
have started operating additional flights. 
“It seems as though finally there is a polit- 
ical will backing tourism.” 

PKF’s Dave advises some caution on 
the bullishness. While he agrees that 
tourism growth is on the upswing, he 
feels that India needs to do a lot more to 
sustain it over a long period. “You can 
throw around millions of dollars but the 
product has to be consistently up to 
scratch. The airports and the roads in this 
country are still pathetic and tourism 
has to be seen as a matter of national 
pride. [Tourism Minister] Jagmohan is on 
the right track, but one can’t improve 
things selectively. We need more and bet- 
ter infrastructure,” he says. = 
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Asta’s RESERVES 


A Life of Excess 


Rather than accumulate financial buffers, Asia should 


be deploying existing assets more productively 


By Dan Fineman 

Prudence is a virtue only if not carried to a fault. Asian 
governments prize their current-account, balance-of-payments 
and budget surpluses, but the black ink has accumulated to 
excess. Asia’s surpluses depress growth and waste resources. 
They should be slashed. 

The size and prevalence of the region's surpluses are unpar- 
alleled. Every major Asian country posted a positive current 
account last year, and some surpluses surpassed 10% of GDP. 
Most economies achieved equally memorable balance-of-pay- 
ments surpluses, sometimes exceeding their current-account 
gains. Although most Asian governments now run fiscal 
deficits, some plan surpluses even in times of slow growth. No 
region matches Asia’s surpluses. The combined current-account 
balances of Singapore and Taiwan almost equal Europe’s. 

Following the 1997 crisis, Asia needed stabilizers, but 
today’s surpluses lack purpose. The region no longer teeters 
on an economic precipice. Public finances have strengthened, 
currencies are appreciating and banks have recapitalized. 
Rather than accumulate financial buffers, the region should 
be deploying existing assets more productively. Excessive 
surpluses hinder the effort. 

Current-account surpluses are starving Asia’s emerging 
markets of resources. In a healthy trading system, fast-growing 
developing countries import capital goods from slower 
growing, developed countries. A modest current-account deficit 
marks an emerging market as successful in attracting 


_investment. A current-account surplus, on the other hand, 


indicates the country is exporting badly needed capital, or 
blocking imports. Within Asia, trade-distorting import barriers 
give China its surplus. Positive balances in Indonesia, the 
Philippines and Thailand reflect growth-stunting capital 
outflows. In either case, economies suffer. 


LOW RETURNS 
As capital exporters, Asia’s developed countries should post 
positive current accounts, but surpluses have reached 
unhealthy levels. No country needs Singapore’s gains— 
equalling almost 30% of GDP—and big surpluses pose special 
challenges in Asia. Europe places much of its current-account 
surplus in high-return investments abroad, but most financial 
institutions in Singapore, Taiwan and Japan lack the capital 
and skills to trade risky overseas assets. Too little of their 
surpluses finances offshore hedge funds. Too much enters 
low-yielding U.S. Treasurys. 

Asia’s bloated balance-of-payments figures create similar 
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problems. The sum of a country’s net capital inflows 
and current account, a balance-of-payments surplus 
accumulates as foreign-currency reserves. In Asia, 
sustained surpluses have boosted reserves far 
beyond local needs. Taiwan's reserves now exceed 
South America’s. With almost all the region’s 
balance-of-payments gains sitting in OECD 
government bonds, Asia’s reserves earn little. One 
estimate places the annual return on Singapore’s 
reserves from 1965 to 1995 at a meagre 1.5%. 

Mismanagement has further lowered returns. 
In the early 1990s, Malaysia’s central bank lost $6 
billion of reserves in currency speculation. In 1997, 
the Bank of Thailand put $23 billion in money- 
losing swaps contracts futilely defending the baht. 

Indeed, rather than stabilize exchange rates, 
Asia’s balance-of-payments surpluses contributed 
to the 1997 meltdown. Without the comfort of 
hefty reserves, central banks probably would have 
floated exchange rates earlier. Instead of crashing, 
currencies would have depreciated gradually, and 
capital would not have fled. 
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Although rare now, ill-advised budget surpluses 
further hobble Asian economies. Singapore— 
Asia’s most notorious serial-surpluser—proposed 
a budget surplus in early 2002 in the midst of a 
global slowdown. It proceeded to post the lowest 
GDP growth of any major Asian economy outside 
Japan. Last year, Korea planned East Asia’s only 
budget surplus. It also suffered the region's only 
recession. In contrast, three of the year’s best 
performers—China, Malaysia and India— posted 
chunky deficits. 

Properly timed, moderate current-account, 
balance-of-payments and budget surpluses can 
boost growth and stabilize economies, but Asia’s 
surpluses have remained longer, and expanded 
faster, than prudence demands. Once laudable 
assets, they persist as burdensome imbalances. 
Asia should cheer, not fear, their disappearance. = 
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ANIMATION 





By Geoffrey A. Fowler/Toxyo 


SUPERMAN CAN FLY, but can he keep up with a retro Japan- 
ese robot? A remake of 1960s animation icon Astro Boy hits 
Saturday morning cartoons in America on January 17, the fore- 
runner of an invasion of Japanese ‘toons created for inter- 
national—not just Japanese—audiences. 

If the joint Sony Pictures Entertainment, Tezuka Pro- 
ductions and Dentsu update of Astro Boy is a hit, it is likely 
to provide a new model for Japan's innovative but insular enter- 
tainment industry to capitalize on its global potential. Already, 
Japanese entertainment has been carving out a more promi- 
nent role in the country’s economy. In 2002, Japan's $14 
billion in cultural exports such as music, videogames and 
anime were worth more than three times the value of all its 
exported television sets. 

Astro, a spiky-haired superhero who fights for peace 
between humans and machines, has a history of carrying 








Japan’s World Beaters 


The worldwide relaunch of 1960s Japanese animated-cartoon character Astro 
Boy marks a new dawn for the country’s entertainment business 


Japanese culture westward. Japanese animation pioneer 
Osamu Tezuka created Astro after World War II, and his wide- 
eyed features still define Japan's distinctive cartoon style, called 
anime. In 1963, a black-and-white Astro Boy cartoon became 
the first Japanese show imported into the United States and 
was a top-rated syndicated series in its day. 

Now Astro is back because of a new drive on both sides of 
the Pacific to turn anime into a mainstream global genre. “Astro 
Boy is a huge opportunity to expand the audience for Japan- 
ese animation,” says Masao Takiyama, senior vice-president 
at Sony Pictures Entertainment (Japan) for television. 

In Japan, Astro Boy is part of a recent cartoon renaissance. 
Today, $5 billion in comic books called manga sell to kids 
and adults alike in Japan each year, but the cartoon style has 
grown popular far beyond bookshops. After the Japanese-lan- 
guage version of the new show launched on Astros original 
fictional birthday—April 6, 2003—Astro and other anime 
characters have been showing up more on TV, hip hand- 
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HEADED WEST: 
Astro Boy is ready to- 
take on the world” 





SENSATION: 
Pokemon was a huge 
hit with American kids 










bags and clothes. 

Im,.the U.S, 
Astro is helping to 
fuel the craze for 
Japanese pop culture. 
Since the late 1990s, TV exec- 
utives have noticed American kids 
flocking to Japanese shows such as Pokemon and 
Yu-Gi-Oh!—two of today’s top U.S. cartoons. Today, dozens of 
Japanese titles air in the U.S.; Time-Warner’s Cartoon Network, 
once home of old reruns such as Scooby-Doo and Space Ghost, 
now airs several hour blocks of Japanese cartoons daily. 

“The anime and manga industries made efforts to aggres- 
sively expand their business overseas when Japan's econ- 
omy was slowing in 1990s,” says Tsutomu Sugiura, director 
of the Marubeni Research Institute in Tokyo. For example, in 
January 2000, ShoPro, a leading Japanese producer of ani- 
mation and subsidiary of publishing giant Shogakukan, 
opened a U.S. office called ShoPro Entertainment to locate 
American outlets for its four new anime titles each year, 
including 2003’s hit Mega Man NT Warrior. 

In 2002, broadcasting rights for Japanese anime in the U.S. 
were worth $495 million, and the toys featuring their anime 
characters were worth $4.7 billion, according to Sugiura. 

But Astro is changing that export model. Until now, 
most anime titles were brought to the U.S. and dubbed only 
after they were already hits in Japan. Convinced Astro would 
be a success everywhere, executives at Sony in Tokyo and 
Los Angeles decided to co-develop the new Astro Boy series 
jointly for global audiences. 


SMOOTHER PROCESS 
That decision opened anime to a production process far more 
sophisticated than the one used by Japanese studios, which often 
rush out at least one new 30-minute episode per week. With the 
new Astro Boy, for over $250,000 per episode, U.S. anima- 
tors drew the Japanese designs to use at a smoother 24 frames 
per second instead of the jerky four or five frames per second 
in Pokemon and most anime. Animators synchronized the char- 
acters’ lips with both Japanese and English, and Japanese 
writers worked with American producers to make the story lines 
appeal across cultures. The U.S. Kids’ WB! network, a unit of 
Time Warner, was so sure it had a hit that it bought 25 episodes 
(with the option for 50) instead of the typical 13. 

One of Astro Boy’s biggest selling points may be his appeal 
to grown-ups, too. “Many people with children who might be 
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, invest in Japanese media. “The Japanese film industry is very 


interested in buying Astro Boy toys were fans of the show when 
they were young,” says Al Ovadia, Sony Pictures Consumer 
Products’ executive vice-president in Los Angeles. “We dont 
often have that opportunity.” 

Japanese challengers to the American cape-and-Spandex 
crowd will escalate as a growing list of Japanese media develop 
and reintroduce titles for global audiences. Kids’ WB! is now 
working with Japanese animation house Toei to produce more 
anime titles targeted at both U.S. and Japanese audiences. Pub- 
lisher Viz, through partnerships with Japanese publishers 
Shueisha and Shogakukan, launched leading Japanese comic 
Shonen Jump in the U.S. in the autumn of 2002; with a distri- 
bution deal through the far-reaching Scholastic Book Club, it 
plans to print 1 million issues a month by 2005. 

For the Los Angeles-based Sony Pictures Entertainment, 
Astro Boy is one of the first forays in a corporate strategy to 





weak, and Japanese actors and actresses may not have crossover 
international appeal. But we think animation does,” says 
Takiyama at Sony Japan. So Sony launched a new pan-Asian, 
cable-TV network called Animax Asia, which broadcasts Japan- 
ese anime around the clock. And the U.S.- 
based Columbia Pictures film studio— 
creator of 2002’s Spider-Man movie—has 
already locked into an Astro Boy 
movie in 2006 or 2007. 

And as anime and manga 
audiences grow broader 
and older in the U.S., 
producers say these 
media will be perfect 
fodder for new 
heroes—and future Holly- 
wood film deals. Written to 
emphasize plot and character 
development, the Japanese stories also 
explore themes that 
separate them from MEGA MAN: 
bang-’em-up Amer- ShoPro’s NT Warrior 
ican comic super- 
heroes from the 1950s. Astro Boy, for exam- 
ple, features an unassuming robot who possesses kokoro, a 
human-like heart and instinct. “It’s not really his super 
powers that help Astro win. I think that’s really going to excite 
kids,” says Sony’s Los Angeles-based executive producer Joe 
D’Ambrosia, who oversaw the Astro Boy script. 

But “trans-creating” anime—and elements of Japanese 
culture—can lead to a whole host of problems. Among the 
most basic, there’s “lip flap’ the lag in characters’ lip move- 
ments between saying long Japanese words and short Eng- 
lish ones. Some translation problems run deeper. ShoPro 
Entertainment entirely dropped one Japanese project about 
the foibles of arranged marriages. And its next big U.S. offer- 
ing is a top-rated Japanese programme about a junior high- 
school genius, with a name that translates as “Golden Boy 
Gash Bell.” “We are probably going to have to tune that name,” 
says ShoPro Entertainment's John Easum. = 
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NEw ZEALAND 


Money Trouble 


A strong currency is hurting exporters and the trade 
balance, despite a rise in export-commodity prices 


DIRE STRAITS 
New Zealand’s trade 
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By Colin James 

Finance Minister Michael Cullen wishes he could 
bring the New Zealand dollar down to earth. So 
worried was he that, back in November, he told a 
parliamentary select committee he had “options.” 

In fact, he was bluffing, hoping foreign traders 
might thereby be scared off the New Zealand cur- 
rency. For an hour or two they hesitated. But then 
they returned and the currency resumed its upward 
climb against the sliding American dollar. On Jan- 
uary 12 the New Zealand dollar was trading at 1.47 
to the American dollar. Compare that with Novem- 
ber 22, 2000, when it hit a low of 2.55; even on Jan- 
uary 12, 2003, it was still 1.86. 

Admittedly, the November 2000 low was far 
below the long-run averages, so an upswing was 
inevitable. But it has now got out of hand: Stephen 
Toplis, head of markets economics at the Bank of 


balance is fast deteriorating 
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New Zealand, reckoned on January 12 that the New 
Zealand dollar was around 15% overvalued com- 
pared with long-run averages. The result has been 
serious damage to exports. 

Exports have fallen from NZ$8 billion ($5.4 bil- 
lion) in the three months to November 2001 to 
NZ$7.3 billion in the three months to November 
2002 and NZ$6.9 million in the three months 
to November 2003. Imports over the same periods 
have stayed more level at NZ$8.7 million, NZ$8.9 
billion and NZ$8.8 million respectively. The result 
has been a steep fall in the trade balance from a 
surplus of NZ$o.7 billion to a deficit of NZ$1.9 bil- 
lion. The 12-month totals tell a similar tale. 

Tourism has remained firm, despite the dol- 
lar’s rise and the effect of Severe Acute Respiratory 
Syndrome on travel by Asians (notably from 
China). This is partly because New Zealand is a 
safe destination, and the Lord of the Rings film 
trilogy has generated interest in the spectacular 
scenery in which it was shot. In the 12 months to 
October 2003, visitor numbers were 2.06 million, 
up 3.9% over the same period a year earlier. 
Prospects remain good. 

This has helped maintain the balance of trade in 
services in surplus at NZ$r billion in the 12 months 
to September. However, this is set to deteriorate: 
Education of foreign students, a business that has 
gone from near-zero to around NZ$1.4 billion in 
2003, will fall in 2004, partly because of Chinese 
concerns over quality control and partly because 
of the higher New Zealand dollar. 

The balance in flows in investment income was 
heavily negative at NZ$6.8 billion, or 5.3% of GDP, 
in the 12 months to September 2003, so the bal- 
ance-of-payments deficit was NZ$6 billion, up 
from NZ$4.4 billion in the 12 months to Sep- 
tember 2002. That is 4.7% of GDP, double the rate 
of just 18 months earlier (the 12 months to March 
2002) and worryingly high. 

With forecasts that the American dollar will 
slide still further while the New Zealand dollar will 
rise a bit yet, you might expect panic. But actu- 
ally for some exporters—notably of meat and dairy 
products—there has been a partial offset in the 
form of a rise in international prices for their prod- 
ucts. Overall, the ANZ Bank’s index of interna- 
tional prices for New Zealand exports rose 10.6% 
between November 2002 and November 2003 
(though when converted into New Zealand dollars, 
it fell by 10.2%). 

The big question for 2004 and 2005 is whether 
international prices will hold until the New 
Zealand dollar returns to “normal” levels. If they 
do, the economy will remain firm, even if not at 
the 4% average growth rates of the past few years. 
If they do not, there will be trouble. = 
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The real 


* We're all involved in the oil business. 
Every time we start our cars, turn on our 
lights, cook a meal or heat our homes, 
we're relying on some form of fuel to 
make it happen. 

Up to now, it's inevitably been a fossil 
fuel, part of the carbon chain. 

And, just as inevitably, that will have to 
change. 

Long before we decide to stop using fossil 
fuels, costs will have already made the 
decision for us. 

Not just the monetary cost, but the human 
cost, the cultural cost, the environmental cost. 
We will, quite rightly, demand that our future 


energy is both sustainable and renewable. 
We will expect a lot from the likes of solar 
power, wind power, geothermal power and 
hydrogen fuel cells. And it will take time. 
Various estimates suggest that by 2050, 
nearly one third of the world’s energy 
needs could come from just such sources. 
Which leaves the other two thirds to come 
from conventional fuels, such as oil and gas. 
To make that happen, we have to strike a 
balance. 

Between the need to protect people's way 
of life and their environment and the need 
to provide them with affordable energy. 


Between the cost of developing new 





price of oil. 


technology to extract the utmost from 
current fuels and the cost of developing 
new power sources. 

This is what Shell does every day, all over 
the world. This is why we need to hear 
from and listen to, everyone who has an 
interest in the world. 

Which is pretty much everyone in the world. 
This is the real price of energy and it’s 
worth it, if only to make sure our children 
have the chance to buy it. 

And in a world worth buying it in. 

A platform for all points of view is at 


www.shell.com 
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| Prices & Trends | 


STOCKMARKETS COMMODITIES 


Dow Jones Global Indexes Local Indexes 


l 
Index one) % chg YTD (Jan. 12) Mkt Unit Latest %chg YTD 

(Jan. 12) %chg YTD Australia 3,308.70 +0.08 Aluminium Ldn $/tn 1,606.00 +0.12 
Australia 225.55 +3.42 Bangkok 794.01 +2.83 Cocoa NY $/tn 1,665.00 +9.90 
China 88 148.18 +9.17 Bombay 6,067.76 +3.92 Coffee NY c/lb 70.80 +9.01 
Hong Kong 232.86 +7.41 Colombo 1,161.43 +9.35 Copper NY c/lb 108.25 +3.54 
Indonesia 61.27 +11.40 Hong Kong 13,352.22 +6.17 Cotton NY c/lb 74.26 -1.08 
Japan 79.90 +2.84 Jakarta 742.51 +7.31 Gold Ldn $/oz 425.25 +1.92 
Malaysia 112.85 +3.89 Karachi 4,597.89 +2.82 Oil: Brent Ldn $/barrel 31.20 +3.41 
New Zealand 189.28 +4.70 Kuala Lumpur 823.68 +3.75 Palm Oil KL Ringgit/tn 1,684.00 -5.07 
Philippines 67.04 +3.60 Manila 1,501.02 +4.07 Pulp OMLX $/tn 510.00 0.00 
Singapore 138.51 +3.99 Seoul 850.79 +4.94 Rice Bnk $/tn 213.00 +5.45 
South Korea 115.43 +8.45 Singapore 1,842.49 +4.42 Rubber KL Mc/kg 472.50 0.00 
Taiwan 121.15 +6.92 Taipei 6,219.71 +5.59 Soyabeans Chg c/bushel 822.75 +3.62 
Thailand 84.16 +5.24 Tokyo 10,965.05 +2.70 Sugar NY c/lb 597 G2 
U.S. Total Market 265.80 +1.19 Wellington 2,302.75 +1.07 Tin KL $/tn 6,595.00 -0.23 
Euro Stoxx 50* 2,793.88 +1.20 DJIA 10,485.18 +0.30 Wheat Chg c/bushel 399.25 +5.90 
FTSE 4,449.60 -0.61 AIG - Dow Jones Commodity Index 142.46 +5.32 


Dow Jones Global Indexes track about 80% of market 


capitalization. Calculations are in U.S. dollars. *Dow Jones Stoxx ®™ Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 


ECONOMIC DATA IN THE SPOTLIGHT 

















% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Bangkok (5.54% on week) 
(Jan. 12) GDP CPI Current acct | Trade balance _1-mth interbank | Prime rate SET index 
Australia 2.5 (Sept Qtr) +2.6(Sept Qtr) -26.52 (Sept) -15.06 (Nov) 5.36 9.50 SU Ubace sensi paar aay Bie 
China 9.1 (Q3 '03) +3.2 (Nov) +35.42 (2002)  +22.76 (Nov) 1.85 n.a. | 
EU 0.6 (Q3 '03) +2.0 (Nov) +58.87 (Q3 '03) -16.00 (Oct) 211 n.a. STA T A ES 
Hong Kong 4.0 (Q3 '03) -2.3 (Nov) +18.43 (Sept) -7.99 (Nov) 0.04 5.00 
India 8.4 (Q2 '03/'04) +3.6 (Nov) +1.07 (Sept) -13.98(Nov) 6.00 10.75 | 
Indonesia 3.9 (Q3 '03) +5.1 (Dec) +8.90 (2002) +26.82 (Nov) 8.23 8.24 780 — 
Japan 1.9 (Q3 '03) -0.1 (Nov) +127.86 (Oct) +87.97(Nov) 0.06 1.38 
Malaysia 5.1 (Q3 '03) +1.1 (Nov) +11.87 (Sept) +37.14 (Nov) 3.00 6.00 77-4 
New Zealand 3.9 (Sept'03) +1.5 (Sept Qtr) +3.33 (Sept) -2.38 (Nov) 5.19 5.26 
Philippines 4.4 (Q3 '03) +3.1 (Dec) +3.43 (Sept) -1.66 (Oct) 6.25 9.25 
Singapore 3.7 (Q4 '03) +0.6 (Nov) +26.07 (Sept)  +24.26 (Nov) 0.56 5.50 760 —+ 
South Korea 2.3 (Q3 '03) +3.4 (Dec) +14.90 (Nov) +14.11 (Dec) 3.78 4.27 | 
Taiwan 4.2 (Q3 '03) -0.1 (Dec) +28.63 (Sept) +17.07 (Dec) 0.97 0.85 
Thailand 6.5 (Q3 '03) +1.8 (Dec) +8.07 (Nov) +11.38 (Nov) 1.31 5.75 759 F Aa REN moa 
U.S. 8.2 (Q3 '03) -0.2 (Nov) -547.41 (Sept) -494.04 (Oct) 1.10 4.00 January 


Source: Government Statistics Source: MoneyLine Telerate 


FOREIGN EXCHANGE 


Key Currencies 


(Jan. 12) $1 worth Spot rate % chg YTD (Jan. 12) $1 worth Spot rate % chg YTD 
Australia dollar 1.2858 +3.24 Mongolia* tugrik 1,126.00 0.00 
Bangladesh taka 58.50 0.00 Nepal rupee 73.00 0.00 
Brunei dollar 1.6972 +0.48 New Zealand dollar 1.4656 +4.16 
Burma** kyat 885.00 +0.56 Pakistan rupee 57.47 -0.54 
Cambodia** riel 4,120.00 -6.48 Papua New G. kina 3.2608 +1.24 
China renminbi 8.277 0.00 Philippines peso 55.30 +0.39 
European Union euro 0.7841 +1.21 Russia** rouble 28.903 +1.17 
Hong Kong dollar 7.7626 +0.01 Singapore dollar 1.6918 +0.34 
India rupee 45.425 +0.37 South Korea won 1,175.00 +1.45 
Indonesia rupiah 8,302.00 +1.25 Sri Lanka rupee 98.08 -1.20 
Japan yen 106.61 +0.56 Taiwan NT dollar 33.692 +0.82 
Laos** kip 10,445.00 -0.10 Thailand baht 38.84 +1.88 
Macau pataca 7.9961 -0.27 Vietnam* dong 15,663.00 -0.03 
Malaysia ringgit 3.80 0.00 

Other rates: HK$ = renminbi 1.0658 SS = ringgit 2.2458 SDR = $1.5042 * Official rate **Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 
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Stay up to speed 
with Asia Now. 


Monday to Fridays live. 





19:00 hrs and 22:00 hrs. (HKT) 


Keep pace with Asia Now - your essential update on major events in Asia and the world. Get breaking news and global markets’ analysis. Plus coverage of European 
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Taiwan, the 
Homeland 


Taiwan promotes itself as ‘sacred ground’ for the scattered 
descendants of an ancient people who once called the island 
home. But are new scientific finds about to wreck its claim? 


By David Frazier/TAIPEI AND TAITUNG 


HIGH ON A PLAIN in southeast Taiwan, Shih Ya-hsiang is work- 
ing in a roofed-over pit sorting through the artefacts of a 5,300- 
year-old town that stood here until around two millennia ago. The 
dig, known as the Beinan site, is surrounded by a railing and dou- 
bles as a museum exhibit on a culture that buried its dead in 
slab-sided coffins under the floors of their homes. “I don't know 
if these people are my ancestors, or how they’re related to other 
Pacific peoples,” says Shih, a member of Taiwan's only seafaring 
aboriginal tribe, the Yami. “That’s why we're digging.” 

According to mainstream scientific theory, it’s very likely that 
the people who lived here were indeed related to other Pacific peo- 
ples. The theory holds that Taiwan was the prehistoric origin of 
a group of languages spoken today by more than 350 million peo- 
ple, who are found in Indonesia, Malaysia, the Philippines, Poly- 
nesia, Madagascar, New Zealand and Taiwan. Collectively they 
are known as Austronesians, and according to scientist Peter Bell- 
wood, the great bulk of evidence “points to a common origin in 
Taiwan between 4,000 and 5,000 years ago.” 

That research has struck a chord with Taiwan's government, 
especially since the independence-leaning Democratic Progres- 
sive Party took power four years ago. By highlighting the island’s 
distinctive history, it’s able to stress Taiwan's separateness from 
mainland China. At home, the government has been raising the 
profile of the long-neglected aboriginal population—local repre- 
sentatives of the Austronesian family. Numbering about 440,000, 
only a little more than half have running water in their homes, 
40% have never graduated from junior high school, and they 
suffer mortality and unemployment rates double those of the 
island’s ethnic Chinese. Recently, though, they’ve been granted 
their own cabinet-level agency, mother-tongue education pro- 
grammes and increased recognition. 

Across the region, meanwhile, Taiwan has been trying to assert 
itselfas an Austronesian leader, with Premier Yu Shyi-kun describ- 
ing the island as the “homeland” and “sacred ground” for “all 
Austronesian peoples.” The government has spent hundreds of 
millions on museums and education programmes, while taking 
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advantage of the opportunity for a little low-level 
diplomacy at international conferences and cultural 
festivals. In November, Yu proposed an $89 million 
Austronesian Cultural Park that would investigate 
links through genetics research and aim to establish 
Taiwan as a “world leader.” 

But like most of Taiwan’s international aspi- 
rations, Austronesian leadership is a wish, rather 
than a reality. “Outside Taiwan, there’s no sense of 
Austronesian unity,” says Lily Wen, a princess of 
Taiwan's Rukai tribe. And, ironically, the genetics 
research Yu mentioned now poses the greatest 
challenge to this theory of a Taiwan origin. 

The scientific ideas on which Taiwan is bas- 
ing so much first came to international attention in 
the 1970s and 1980s. At that time, the term “Aus: 
tronesian’” became a popular way to describe one ol 
the world’s largest language families, both in extent 


January 22, 2004 





f 


— yO PREN 


(it covers half the globe) and in number (more than 
1,200 languages). “But now I suppose it has con- 
notations of ethnicity as well, as it represents speak- 
ers of those languages,” says Bellwood, an archae- 
ologist at Australian National University. 

Bellwood began describing the Austronesian 
expansion in the late 1970s, and his theory (and its 
variants)—referred to as “out of Taiwan” or “the 
Express Train to Polynesia” —now represents the 
consensus view. It traces a culture of pig-raising, 
crop-growing sailors who left southern China 
around 6,000 or 7,000 years ago for Taiwan, 
where they established themselves for at least 
1,000 years. “The first Austronesians were farm- 
ers, they were rice growers,” says Bellwood. “They 
clearly came to Taiwan and stayed here for quite 
a long time before they went further.” 

That migration began about 4,000 years ago, 
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OUT OF 
TAIWAN ... 


According to mainstream 
scientific theory, Taiwan 

-Was the launch pad for 
the great Austronesian 
migration that began 
around 4,000-5,000 years 
ago. Its descendants can 
now be found everywhere 
from Madagascar to 


says Bellwood, and brought the Austronesians initially to the 
Philippines. “The oldest pottery in the northern Philippines 
appears with evidence for rice and pig bones and things like that,” 
says Bellwood. “It is very similar to what you find in Taiwan 
earlier on.” The ocean travelling continued until 800 A.D., when 
Austronesian peoples settled in New Zealand. 

Language also points to a common Taiwan origin for the 
Austronesians. Cognates—words with common roots in different 
languages, such as “mother” in English and Mutter in German— 
stretch all across the Pacific. In Rukai, an aboriginal language in 
Taiwan, the word for “eye” is maca; in Tahitian, it’s mata. “But cog- 
nates only tell you that languages are in the same family,” warns 
Robert Blust, a University of Hawaii linguistics researcher. 

Linguists instead look for where and when new words 
appeared. Terms for “yam,” “banana” and “coconut,” are simi- 
lar in Malaysia, Indonesia, and Polynesia, but different in Taiwan 
and the Philippines. This indicates a split in both languages 
and populations. Taken as a group, Taiwan's 15 surviving abo- >> 
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riginal—or Formosan—languages show the greatest degree of 
divergence from the Austronesian family. “They’re related like 
English is related to Russian or to Greek or to Armenian,” says 
Blust. “Things that they share are shared from the very earliest 
period of the language family that we can reconstruct.” 

On the back of all this theory, Taiwan has been working hard 
to present itself as the Austronesian homeland. In December, 
Taitung county hosted the fourth annual Austronesian Cultures 
Festival. The event is a stage for traditional dances, handicrafts and 
ceremonies for Taiwan aborigines and sponsored visitors from 
Tonga, Madagascar, Indonesia and elsewhere. 

“Austronesian was originally an academic term, but with 
this festival it became popularized,” says Tsang Cheng-hwa, 
director of the new National Museum of Prehistory in Taitung, 
which lies at the heart of Taiwan's aboriginal belt. Since 1999, 
Taitung has gained the festival, the museum, an archaeological 
park, an “Austronesian” community college and Taiwan's 
first “Austronesian Studies” graduate programme. The central 
government has also initiated a new Austronesian International 





Conference in addition to the planned culture park. 

But even in Taiwan, many academics believe “out of Tai- 
wan’ is not a cut-and-dried theory. “It’s too simple. Taiwan was 
not just a land bridge,” says Tsang, who is also an archaeolo- 
gist. He points out that while Taiwan may have been a jump- 
ing-off place for the Austronesian peoples, the island was.also 
probably an ancient destination for migrant peoples. “During the 
last 5,000 years Taiwan has not experienced only one wave of 
migration. Around 2,000 years ago there is also evidence of an 
influx from the south—probably the Philippines.” 

An even bigger challenge is being mounted by geneticists, 
who have studied the DNA of Pacific populations. The data is con- 
troversial, but several scientists, including Oxford University 
genetics specialist Stephen Oppenheimer, believe it shows a 
genetic origin not on Taiwan but in the Moluccas, in eastern 
Indonesia. “You find a very old mutation all throughout Polyne- 
sia, and virtually nowhere west of there. And this mutation 
happened before the arrival of the migration Bellwood describes,” 
says Oppenheimer, who adds that his research isn't restricted to 
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LOOKING BACK: Taiwan is using festivals and cultural parks to underline what it says is 


just one genetic marker. “I think the ‘out of Taiwan 
view needs reconsidering,” he says. The debate 
is unlikely to affect Taiwan's policies. “Whether 
or not Taiwan is the homeland, it’s still Austrone- 
sian,” said Tchen Yu-chiou, who heads the gov- 
ernment’s Council of Cultural Affairs. 

Moreover, the government's policy of “nativiza- 
tion’—the increased emphasis on Taiwan's abo- 
riginal past—has been a long-term scheme. It was 
introduced by Taiwan's first native-born, post-mar- 
tial-law president, Lee Teng-hui, soon after he took 
office in 1988. At the time, Lee wanted to formally 
end the fiction that the Kuomintang party in Tai- 
wan was the “official” government of all China. 
Stressing the island’s distinctiveness, including its 
aboriginal heritage, helped Lee to make the case 
that Taiwan and China were separate entities (if 
not necessarily independent of each other), and 
that each should be free to run its own affairs. 


its key role in Austronesian history 


Nabu, a 40-year-old tribal leader, has witnessed 
the changes. During his school days, children were 
beaten for not speaking Mandarin. “I didn’t know 
I wasnt Chinese until I was 20,” he says. But since 
2000, aboriginal children have been able to learn 
their native tongues in school. 

Yet few aborigines identify with the govern- 
ment’s expensive cultural institutions, like the Pre- 
history Museum, in no small part because they 
tend to be headed by ethnic Chinese. “If you just 
make an exhibition, it’s dead,” says La Hei-zi, a 40- 
year-old aboriginal sculptor. “When I look and com- 
pare it to what I know of our history, I don't see any 
relation.” Nabu’s reaction is similar. “It’s mostly 
Han Chinese administrators. It’s not a popular 
movement,” he says. “We don’t want a NT$3 billion 
($89 million) culture park, we want education. Aus- 
tronesian, I think it’s OK,” adds Nabu. “But there’s 
still the most important thing: recognition.” = 
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me THIS WEEK: Writer and novelist Pico lyer names his top travel destinations in Asia 





Lhasa, Tibet 

“If you want to have your heart broken, your conscience awak- 
ened and your spirit stirred all at once, | tell my friends, in 
the most otherworldly, often tragic, place I’ve seen, go straight 
to Lhasa,” says lyer. Nowhere poses the riddle of development 
versus faith and tradition more powerfully than the Tibetan cap- 
ital, a place that’s unlike any other, says lyer: “Pure, corrupt, 
intense and forcing most visitors to rethink many of the things 
they thought they knew.” 


Bangkok, Thailand 

Energy, enterprise, craziness, grace—nowhere can compete with 
the Thai capital. “It’s revved-up and modern and full of every for- 
eign influence you can imagine nowadays, but it’s still its savoury, 
confounding self. | tend to be jet-lagged when | go there, and to 
wander the streets all night: At 3 a.m. a trattoria or bistro, at 5 a.m. 
a bustling Internet café and at dawn the people waking up in their 
homes in Thonburi, across the river, as the monks paddle from 
house to house in the early light, collecting alms,” says lyer. 


Hanoi, Vietnam 

“Things have to change anywhere, for the locals’ good; it’s 
always dangerous to wish underdevelopment—and an absence 
of both facilities and opportunities—on anywhere as a visi- 
tor,” says lyer. Nevertheless, when lyer returned to Hanoi in 





MY a THE BEST OF ASIA 


Fifteen years ago, Pico lyer blazed a trail in travel writing with his Video Night in 
Kathmandu, a book that in many ways epitomized the age of cheap air fares and 
instant globalism. A prolific writer—his novel Abandon was published last year—and 
columnist for Time magazine, he has continued to criss-cross the globe ever since. 
We caught up with him in Santa Barbara, California, just off a flight from Japan 


2002 after an 11-year absence, he was glad to see that much 
remains unchanged: “Cyclos still drift past, the lanterns still 
come on at dusk and people still practise calisthenics around 
Hoan Kiem Lake at dawn.” 


Kyoto, Japan 

“Japan’s old capital is the place that caught my heart and gave 
me a home in Asia, many years ago,” says lyer. “When you get 
off the bullet train at Kyoto station, you see Japanese girls 
with blond hair clomping along on platform shoes, skyscrap- 
ers obscuring the mountains to the north and east, enough taxis 
and pachinko parlours to remind you that Kyoto is larger than 
Detroit. But everything that is beautiful in Japan, and even 
changeless, is still here, hiding out, and none of it looks like any- 
thing you will see elsewhere.” 


Luang Prabang, Laos 
“A longboat drifts across the river towards a temple in the dis- 
tance. A bell sounds from the far-off shore. A monk walks down 
the narrow main street.” This quiet town on the banks of the 
Mekong in northern Laos is a secret treasure, but one that’s fast 
losing its sense of being an undiscovered place. Go now, lyer 
tells his friends, before McDonald’s arrives. 
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BACKWARD THINKING: An Indian taxi 
driver whose car got stuck in reverse 
has become a celebrity. Harpreet Devi 
of Bhatinda was originally aghast when 
his gear-shift lever got jammed, espe- 
cially since he was far from home. He 
astonished himself by successfully 
driving the car backwards 56 kilome- 
tres to his house. In a flash, he discov- 
ered his purpose in life. “That incident 
became inspiration for me,” he told 
news agency Asian News International. 
He and his wife Krishna started driving 
backwards all the time. That was two 
years ago. These days they are experts 
at reverse-motoring, and are famous 
for it. They have travelled more than 
12,000 kilometres backwards, can 
reach speeds of up to 40 kilometres an 
hour and have no problem manoeu- 
vring through difficult traffic. His 
ultimate plan is to drive backwards 
across the India-Pakistan border as a 
symbol of peace and friendship. 


MONKEY BEHAVIOUR: People in 
Thailand have decided to share their 
town with monkeys. More than 3,000 
monkeys were invited to a nine-course 
gourmet dinner in Lopburi, in northern 
Thailand, Reuters reported. On a table 
96 metres in length, a buffet was laid 
out featuring hors-d’oeuvres, sun- 
flower salad, eggs, fried rice and 
rainbow jelly. The apes washed down 
the food with fizzy cola. The town has 
also opened a special hospital for 
monkeys only. It has a range of rooms 
for admissions, examination and 
treatment, plus an operating theatre. 
Townsfolk believe the monkeys bring 
them luck, and are worth spending 
cash on. Meanwhile, some human 
beings are less fortunate. 
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TRACKS OF MY TEARS: A union 
official for a railway company in 
Japan urged depressed individuals 
to choose the tracks of rival 
companies when committing 
suicide. “Many people who com- 
mit suicide by jumping in front of 
oncoming trains, have chosen JR,” 
he said, referring to his employer, 
the West Japan Railway Co. “I 
know | shouldn’t say this, but | 
sometimes feel like asking them 
to jump in front of Hankyu or 
Kintetsu trains,” union boss 
Masaaki Mori told a convention 
audience. Explaining his com- 
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IN A WORD: Tony Stapleton came 
across this tag from an Australian 
airline attached to his camera case. 
“Looks like they were trying to make 


expatriate Brits feel at home,” he said. 


ARMLESS ENOUGH: Women in a 
Malaysian state have been banned 


from wearing short-sleeved blouses. 


Sulaiman Abdullah, Muslim council 
chief of Kuala Terengganu, said the 


directive was aimed at Muslim women 
but they had decided to apply it to all 
members of the female sex. Any boss 


employing a woman brazenly baring 
her forearms would be hit with cash 


fines, the Star reported. A critic of the 
mew rules, Dr. Ng Yen Yen, pointed out 
a flaw in officials’ thinking: “Malaysia 


is a humid, tropical country.” 
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ments later in the Mainichi Shim- 
bun, he said that dealing with 
suicides caused scheduling 
delays. “It is a fact that many 
people have jumped in front of JR 
trains. | became emotional when | 
wondered why they chose our 
trains.” This sounds like a classic 
case of Asian hyper-pragmatism to 
me. Long-time readers of this 
column may recall the Jakarta 
hotel public-relations manager 
who urged suicides to avoid jump- 
ing out of his guestrooms’ win- 
dows: “They can do it in the river, 
for example,” he said, helpfully. 


TRUNK CALL: Two Swedish 
zookeepers had to fly to Thai- 
land to learn to speak Thai- 
elephantese. This followed the 
giving of a pair of elephants 
from the Southeast Asian 
country to the king and queen 
of Sweden, the press said. 





HAPPY ENDING: A man in China who lied about his age during an Internet romance 
with a younger woman didn’t know what to do when the time came for them to 
meet. So the man, who was 71 but had claimed in his e-mails to be in his 50s, sent 
his son to the rendezvous in Guangzhou instead. But unknown to him, the 48-year- 
old woman he thought he had been chatting to had also lied about her age (she 
was 68) and she sent her daughter to the meeting. The two offspring met, told 

the truth to each other, and introduced their single parents to each other, the 
Information Times reported. The deceitful elderly pair forgave each other, love 
blossomed and a wedding was scheduled in a classic Hollywood feel-good ending. 
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OH HOPPY DAY: Skippy, the bush kangaroo, really 
exists. An Australian marsupial intelligent and 
heroic enough to rescue a human was encoun- 
tered in Gippsland, southeast Australia, the 
Associated Press reported. A farmer was knocked 
unconscious by a falling branch after a storm. The 
kangaroo saw the accident and raced off on its 
giant legs to find the man’s family. “The kangaroo 
alerted them to where he was and went and sat 
down next to him, and that’s how they found him,’ 
an ambulance driver said. Medics said he might 
have died had he not been rescued by his bounc- 
ing rescuer. The story is similar to the tales 
featured in the legendary Australian TV series 
(1966-68) about a heroic kangaroo named Skippy. 
Like the TV star, the real-life marsupial life-saver 
is also female and of the “eastern grey” species. 
But she answers to the name Lulu. 
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Books: KASHMIR 


India-Pakistan: 
Path to Peace 


Political scientist Sumantra Bose outlines 
concrete measures to solve the Kashmir issue, a 
long-standing obstacle to peace, writes Steve Percy 


NOT SO LONG AGO, talk of Irish republicans setting aside 
their military struggle for a united Ireland or Sri Lankan lead- 
ers sitting face-to-face with Tamil Tigers would have appeared 
fanciful, even ludicrous. It is a tortuous path from savage jun- 
gle battles to peace talks and charting an endgame. It requires 
visionaries, leaders who can courageously walk out of the 
prison of history. 

India’s Prime Minister Atal Behari Vajpayee and Pakistan's 
President Pervez Musharraf face such a test. In Islamabad last 
week the two neighbours, who were on the brink of war just 
two years ago, made the momentous decision to begin formal 
peace talks, hoping they could settle their decades-old dispute 
over Muslim-majority Kashmir. It’s a region they fought over 
in 1947 and in 1965, and it remains one of the world’s most 
chilling potential nuclear flashpoints. 

Just how much both sides will give and take, and the multi- 
faceted complexities they face, are outlined in Sumantra Bose’s 
engaging book Kashmir: Roots of Conflict, Paths to Peace. An 
associate professor of comparative politics at the London 
School of Economics and Political Science, Bose draws on his 
first-hand experience in the region and writes lucidly. 


GIVE PEACE A CHANCE: 
Kashmiris struggle to live normally 





What’s new is his emphasis on how the contemporary 
Kashmir issue has been shaped by events following the par- 
tition of the Subcontinent in 1947. Bose chronicles these as 
the severe authoritarianism of Indian rule, the changing 
ethnic, religious and caste balances, the rise of Kashmir’s inde- 
pendence movement and the guerrilla war waged by Pakistani- 
backed Islamist groups since 1990. These factors have com- 
plicated the problem and make the long-standing positions 
of partition or Pakistans demand for a United Nations 
plebiscite obsolete. 

The author, who is also a specialist on the Bosnian peace 
process, dares to chart a way out. Drawing on other peace- 
building processes, notably Northern Ireland's, he says that 
a viable peace framework would have to address the sover- 
eignty concerns of Islamabad and New Delhi, and accom- 


A BLACK FORCE 


Organized-crime groups are usually 
associated with gambling, prostitution, 
drug-trafficking and human-smuggling. In 
Taiwan, add two more activities to the list: 
construction contracts and politics. 

When the former ruling Kuomintang, in 
the 1980s, abandoned the goal of recover- 
ing mainland China from the communists 
and began to focus on transforming Taiwan 
into a modern society, a construction boom 
followed. Taiwan’s godfathers of crime saw 
a golden opportunity to rake in a mountain 
of fast money. With the democratization of 
Taiwan in the early 1990s came campaigns 
against organized crime. Many gangsters 
decided that the best way to protect 
themselves from future crackdowns was to 
take advantage of the new democratic 


IN TAIWAN 


system and transform themselves into 
popularly elected deputies. 

The title of this book, Heijin, or “black- 
gold politics,” refers to this infiltration of 
violent racketeers and businessmen with a 
chequered past into the political arena, a 
development that threatens Taiwan’s 
prosperity as well as its otherwise vibrant 
democracy. Gang leaders who used to be 
called “big brothers” now refer to them- 
selves as “chairmen of the board” or 
“elected representatives.” 

The Burmese-born Ko-lin Chin studied 
in Taiwan and settled in the United States. 
As a professor of criminology at Rutgers 
University, New Jersey, he is well equipped 
to describe and analyse the changing face 
of Taiwanese organized crime. His first 





major study, Chinatown Gangs: Extortion, 
Enterprise, and Ethnicity was based not on 
Internet searches or sifting through news- 
paper archives but on extensive interviews 
with gang members in New York’s China- 
town. Likewise, for his second study, 
Smuggled Chinese: Clandestine Immigra- 
tion to the United States, he talked to 


[ Heijin: Organized 
Crime, Business, and 
Politics in Taiwan ] 
by Kolin Chin. An East 
Gate Book from M.E. 
Sharpe. $27.95 


[ Kashmir: Roots 
of Conflict, Paths 
to Peace ] by 
Sumantra Bose. 
Harvard University 
Press. $25.95 





modate conflicting local loyalties and aspirations for self- 
rule. For the author, the Kashmir question is “a challenge 
for democratic politics and statecraft” allowing space for con- 
flict resolution. 

Bose is pragmatic, arguing that the Line of Control, the 
745-kilometre “border” that divides Kashmir into its Indian 
and Pakistan parts, should not be altered. (Pakistan has lit- 
tle option, says Bose, given its diplomatic and military failures 
such as the 1999 Kargil intrusion to try to change the LOC.) 
India and Pakistan should retain sovereignty in their respec- 
tive areas, he says, but there should be greater self-rule and 
autonomy. He rules out any idea of a new, sovereign Kashmir. 

The LOC will be one of the key negotiating points if peace 
develops. As it is, the territorial status quo works in India’s 
favour, which sticks in Islamabad’s gullet. Musharraf, who 





has already survived two recent assassination attempts, would 
likely face a domestic backlash over such acceptance. How- 
ever, other conflict-resolution experts point out that Pakistan's 
debate—in private—on restructuring the LOC has advanced, 
even within the army, and may be a possible way forward. 

Bose is clear that a long-term settlement involves the trans- 
formation of the border from what he describes as an iron cur- 
tain of barbed wire to a soft one, allowing people to move 
freely. His imaginative ideas, and here he draws on the exam- 
ple of Northern Ireland, include the setting up of a cross-bor- 
der Jammu and Kashmir ministerial council to eventually deal 
with matters like trade, waterways and transport. 

Just how the February peace negotiations will proceed is 
still not clear. The talk is of a foreign secretaries’ meeting 
leading to a heads-of-government summit within a time 
frame. But what is important says Bose “is that the process 
is not ad hoc, limited to high-profile events.” As Vajpayee 
himself said in January 2002, “In our search for a lasting 
solution to the Kashmir problem, both its external and inter- 
nal dimensions, we shall not traverse solely on the beaten 
track of the past. Mindsets will have to be altered and his- 
torical baggage jettisoned.” 

Bose recommends setting up a permanent intergovern- 
mental panel chaired by the prime ministers of India and Paki- 
stan. Including ministers, chiefs of military staff, select par- 
liamentarians, it would take the peace agenda forward. 

The international community, he argues, should sup- 
port this, but will need to do more. Third-party involvement 
is vital to any peace process. The roles of Norway in Sri Lanka 
and of the United States in Northern Ireland are obvious 
examples. But the idea remains anathema to Delhi. 

At the Islamabad summit, both sides made concessions. 
Musharraf indicated he would end the proxy war in Indian- 
held Kashmir; Vajpayee agreed that talks would lead to a solu- 
tion on Kashmir, tacitly conceding for the first time that it is 
a dispute. It’s a good start. = 

Steve Percy is former Mumbai bureau chief for Dow Jones Newswires 


numerous smugglers as well as to people 
who had been smuggled. In Hejjin, Chin 
interviews not only police officers but also 
leaders and members of Taiwan’s most 
feared criminal gangs, including the notori- 
ous Bamboo United and Four Seas. The 
outcome is the best and most detailed 
account of Taiwan’s criminal underworld 
that has ever been written in English. And 
it is a very important subject. Millions of 
dollars are lost to crime gangs, who have 
not changed their ways even if they are 
trying to be legitimate construction 
tycoons. They misappropriate government 
money and the quality of the work leaves a 
lot to be desired. Their entry into politics is 
even more worrying, as it could destabilize 
Taiwan’s fledgling democracy. 


As Chin points out, most people in 
Taiwan, with the exception of the gang- 
sters themselves, are convinced that the 
involvement of a large number of criminals 
in both local and national politics could 
eventually ruin the country. Fearlessly, 
Chin lists the gangsters who he says have 
been elected to not only local assemblies 
but also the parliament, and those in the 
construction industry. 

What can be done about it? When 
Chen Shui-bian of the then-opposition 
Democratic Progressive Party won the 
2000 election, he promised to put an end 
to Taiwan’s black-gold politics. Some 
progress has been made over the past four 
years, but Chin believes that organized 
crime in Taiwan cannot be eliminated 


simply by conducting gang-sweeps and 
incarcerating godfathers. The country’s 
antiquated judicial system has to be 
reformed and local communities mobilized 
for crime prevention. Chin also points out 
that the gangs have their strongholds in the 
poorest parts of the island, where develop- 
ment lags far behind that of the two major 
cities, Taipei and Kaohsiung. A more even 
distribution of wealth is needed. 

This book’s publication is very timely. 
In March, Taiwan will go to the polls again, 
and while the relationship with the main- 
land may dominate foreign-policy issues, 
black-gold politics will no doubt be the 
hottest domestic issue. 


Bertil Lintner 
Bertil Lintner is a senior writer for the REViEw 






NIRVIK SINGH, 
chairman, Grey Global Group South Asia 


The winner of the title of Ast stop advertising agency head in 2003 doesn’t take much for granted. 
His approach to problem-solving is to think the unthinkable—and he’s proved it works 


spend too much time worrying that an idea will backfire. But then 
they never end up trying.” 

One of Singh's biggest accomplishments has been setting 
the unusual corporate structure for his company’s six offices. “Typ- 
ically, ad companies run their offices as profit centres. Over a period 
of time, the biggest joy they have is raising internal debit notes 

against each other, because it is all about how much money 
each office makes,” he says. So Grey India banished internal debit 
notes, and linked bonuses for top executives to how much they 
help other offices. “Now we have various offices that just hap- 
pen to be in different cities. The sense of oneness there 


Nirvik SINGH’S staff has 
good reason to believe their 
boss is a bit eccentric, if not 
crazy. After all, he brought 
in a psychoanalyst to lead 
group- and individual-ther- 
apy sessions. “It was a pub- 
lic catharsis. After that, peo- 
ple who never spoke were 
having lunch together,” says 
the chairman of one of 















































India’s biggest advertising x becomes true,” he says. 

and marketing firms. ; Singh then questioned the idea that each 
And then there’s the time \ of his company’s six offices needed a full-serv- 

he sent senior executives to live ice creative-design team. “With technology 


j and communication, why can't we have them 
$ all in one office?” he says. “The answer can't 
; j be, ‘because that’s the way it has beer.” 
Which led him to his next question: Why 
don't Grey’s London and New York offices 
outsource their technical creative labour 
to India? “The first reaction is, of course, 
‘Oh my God, no.’ But, again, tell me why 
not?” he says. 

Much of Singh's day now is spent 
questioning how he can improve the com- 
pany’s human capital. The staff-therapy 
sessions taught Singh that the corporate 
culture drove people hard, but was not nec- 
essarily good enough at congratulating. So 
Singh instituted a weekly “purple heart” 
award, and now celebrates the birthday 

of every single person in the company. And 
he set up a programme called “the stars 
behind the stars,” which pays for 15 families 
to take holidays together. “It’s to reward the 
family of the working person for not get- 
The company turned a profit again in ting to see them much,” he says. 
2000, and in 2003 achieved over 20% growth 7 The kids get a disposable camera 
while retaining 92% of its staff. Last month, ERF to make a project of document- 
the feat won Singh—one of the youngest >x i pe: g their holiday. 
bosses in the ad industry—the title of 2003 Even so, it surprises few 
National Agency Head of the Year at Hong Kong- who know him that despite 36 
based Media magazine's industry awards. new business wins last year, 
He attributes his success to leaving no ideas Singh still describes his company 
off limits. “It’s about going back to the ques- as “complacent.” 
tion of ‘what if’,” Singh says. “A lot of CEOs GEOFFREY A. FOWLER 


together in a tent in the hills and 
jump off walls into each other’s arms. 
“Presumably, the colleagues catching 
you like you,” he says. And this year, 
he’s setting up a cricket jamboree to link 
staffers spread across different cities. 
“We'd never cut costs on training. There 
are many kinds of training that can work 
better for an ad company than ‘advertis- 
ing training’,” he says. 

But Singh’s management style of giving any 
idea a chance—even the seemingly ridiculous—has 
entirely reversed the once dire prospects of Grey 
Global Group South Asia. When Singh, 39, took the 
helm in 1997 after the death of his predecessor, the 
company was bankrupt, with debts of four times 
its capital. “The actual size of the problem took us 
by surprise,” he remembers. So his first act as 
chairman was to “fire” 45—about half—of his 
clients. He felt this group was not really worth 
the effort. “People thought I was mad, but it 
worked,” he says. 
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OPPORTUNITIES 
Your analysis in Wasteful Transfusion 
[Jan. 22], on reforming China’s four 
state-owned banks, is brilliant. Now let 
__me say something about what might 
_ happen after they are listed, 
First, most financial products pro- 
vided by such banks are almost free. 
So there is the prospect of banks mak- 
ing profits from financial products after 
they have been cence real 








opment of such products is huge. 
There are problems with China's 
state-owned banks, but there are also 
~ opportunities in the financial- -Serv- 
ices industry. 





CHEN WEI 
2o Xiamen 


WHAT ABOUT VALUE? 
Your article on call centres, Job-Hop- 
ping Central [Jan. 8], was interesting. 
But it only dealt with the supply side of 
_ this equation. Perhaps in the future the 
Review can deal with the attitude of 
customers and corporate buyers of out- 
_ sourced services and assess just what 
“value is being added. 
<. The proliferation of call centres, 
‘whether in Bangalore or in the home 
country of companies, doubtless gives 
financial comfort to the organization 
“concerned, but without necessarily 
-doing anything for customer service. Or 
the potential advantages of direct con- 
tact between the company and the buy- 
ers of its products and services. Here in 
Britain, in the retail banking sector, for 
example, it is possible again to effect 
direct contact with a bank branch, rather 
than an anonymous call centre. This 
„provides you with the possibility of talk- 
‘ing to someone who might know you 
_and with whom you might be able to 
~ speak in the future; something not usu- 
ally possible with call centres. On the 
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Musharraf’s Domestic Opposition 
Pp 


India must help Pakistan’s president deflect opposition by offering substantive concessions 


THE RECEPTION President Pervez Musharraf received during 
his address to Pakistan’s parliament should worry New Delhi. 
In his visit to parliament, Gen. Musharraf was jeered by mem- 
bers of the country’s two main secular parties, while those from 
an alliance of Islamic parties walked out before he spoke. Clearly, 
Gen. Musharraf continues to face domestic opposition. And 
given the two assassination attempts in December, some are 
looking at extreme means of removing him from power. But 
because Gen. Musharraf is India’s best hope for peace, it can't 
afford to let him fail. So what can New Delhi do to help? 

India and Pakistan will begin talks in February. That those 
talks are scheduled to take place at all are a source of irritation 
to many of Gen. Musharraf’s opponents, who fear he will turn his 
back on Kashmiri Muslims just as he did a U-turn on the Taliban. 
But the truth is that Kashmir represents a half-century-long stale- 
mate—and it’s because of Kashmir that Pakistan is a nuclear state, 
with all the problems that has caused the region. India and Pak- 
istan need progress on Kashmir. But while admittedly the prob- 
lem wort quickly be resolved, the groundwork can be started. For 
this, however, India must be more sensitive to Gen. Mushar- 
raf’s predicament—Pakistanis need to see that his overtures are 
substantively reciprocated, that he isn't selling out Pakistan. 

One way to cut to the heart of the matter would be for India 
to demilitarize Kashmir more. Certainly, troops still need to be 
maintained on the Line of Control. But they can be scaled back 


in areas to the rear. Not only would this be appreciated by those © 
living in Indian-controlled Kashmir, but also by Pakistanis ` 
sensitive to the plight of Muslims across the frontier. 

To be sure, India already has provided initiatives in other 
areas. While Islamabad and New Delhi will continue to dicker 
across the Line of Control—and India will want more measures 
to prevent incursions by militants—there is every reason to 
let ordinary Kashmiris make legitimate visits across the frontier. 
The more contact between both sides, the easier it'll be to 
build a constituency for peace. India has suggested a bus service 
between Srinagar and Muzaffarabad, and between Rajasthan 
state and Pakistan's Sindh province, and, gratifyingly, Pakistan 
offered this week to host talks on technical details in March. 

Along the same trajectory, Indian Deputy Prime Minister 
Lal Advani's talks planned for this week with the Kashmiri 
separatist alliance, the All Parties Hurriyat Conference, signal 
more accommodation. As long as the ceasefire holds, there is 
reason for India to show further good faith by compromising 
on long-standing positions on a swath of issues. 

Economic integration would serve peace even better; a good 
reason to hope that the South Asia free-trade pact is realized. 
But that’s further down the road. For now, Pakistanis need to 
see that detente with India is not a sell-out of their interests. 
To make sure of this, Gen. Musharraf needs India’s help. It’s in 


Term Time Maybe Sri Lanka’s president has already stayed in office too long 


IN A SURPRISE revelation, Chandrika 
Kumaratunga now says that she was 
sworn in twice after the December 1999 
Sri Lanka presidential elections. She 
claims the second investiture in 2000— 
as we go to press, no one knows exactly 
when that was—extends her term into 
2006, whereas the country had been 
expecting fresh elections in December 
next year. What's her game? 

The answer is that Mrs. Kumaratunga 
wants to leave no doubt who's in charge 
of Sri Lanka: “It is up to me to take a deci- 
sion whether I am to continue in the office 
of the presidency until 2006 or not.” As 
G.L. Peiris, constitutional affairs minister 
in Prime Minister Ranil Wickremesinghe’s 
government, put it, an attempt such as 
Mrs. Kumaratunga’s to decide when her 


term ends is arbitrary and capricious— 
hardly fit terms for a democrat. 

From the start, Mrs. Kumaratunga— 
who lost an eye in an assassination attempt 
by the Liberation Tigers of Tamil Eelam— 
was unhappy with Mr. Wickremesinghe’s 
negotiations with the Tigers, saying he 
made too many concessions. In truth, 
the Tigers too backed down substantially, 
among other things renouncing demands 
for an independent state. 

So while all Sri Lanka has been antici- 
pating an arrangement that would open the 
door to new foreign aid and more invest- 
ments, the president has spent the last two 
years of the ceasefire nit-picking. She finally 
blustered in November that she didrit think 
that ceasefire was legitimate because it 
wasnt signed by her. Just before that, she 


threw peace negotiations into a tailspin 
by taking over three ministries, including 
defence and interior, from Mr. Wick- 
remesinghe’s government. Her new gam- < 
bit must be seen as an attempt to make 
clear there will be no settlement without 
her, and she wants all bets changed. 

The Tigers’ decision to negotiate was 
the first dividend in the war against 
terrorism—their funding dried up almost 
immediately after September 11. Yet Mrs. 
Kumaratunga has unceasingly questioned 
the process that might finally let Sri Lanka 
move on after two decades of fighting that 
has seen over 60,000 people killed and a 
million displaced. By trying to extend her 
term as president as she has, we wonder 
if Sri Lankans aren't instead asking if 
she hasn't already overstayed. & 
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The upwardly mobile 


business 





For any small business hoping to move up in the world, managing 
time is a crucial element in the success equation. Aside from being 
punctual for business meetings and being timely in delivering 
your products and services, it is also about capitalizing on the 
right time to secure that new business deal. 


n small and medium sized enterprises 

where the workforce is usually spread out 

and employees need access to critical 

information for on-the-spot decisions or 

provide customer service while out in the 

field, an hour of not being connected is 
an hour of lost opportunities. 

To keep pace in the competitive business 
landscape, companies need to impress potential 
clients with their ability to cope with the 
rigorous demands of the corporate world. The 
key strength of a small company is its ability 
to adapt quickly to change. Faster turnarounds 
and greater efficiency are prerequisites to a 
successful small and medium sized business. 
Secure business transactions and a seamless 
operation both inside and outside the office 
have become essential, especially for smaller 
enterprises, and mobile phones can play an 
integral part in this process. 


Even on the move, you 
can stay connected and 
in control, which means 
that you will always be 


Open For Business. 
RRA IR SS A A 


Committed to delivering true mobility to 
businesses, Nokia is developing a suite of mobile 
devices and applications to support enterprise 
communications and help the decision-makers 
of small and medium sized companies to 
continually stay connected to their businesses. 
More than just a personal device for voice 
communication and text messaging, the mobile 


ADVERTISEMENT 


phone can also play a vital role in helping you 
to manage a small business effectively. 

Nokia's latest offering in the mobile 
business device range, the tri-band Nokia 6820, 
allows you to keep in touch with the office 
wherever you go. The Nokia 6820's integrated 
messaging keypad allows you to make detailed 
notes and compose full length emails so that 
you can communicate to your business partners 
in the way you want to, when you need to. You 
can also use the Nokia 6820's integrated camera 
to capture and immediately send important 
images to your colleagues or clients via email 
or multimedia messaging service (MMS). 

The compact Nokia 6820 also makes it 
easier for you to manage information. Need 
to schedule a last minute meeting but not 
sure if you are available? Check your organizer 
in the Nokia 6820 that has the personal 
information management (PIM) function, which 
allows for synchronization of personal data 
such as your calendar, to-do lists as well as 
contacts. From now on, you will be able to 
schedule meetings and catch up with potential 
clients all from one device. The bottom-line 
with the Nokia 6820 is, you save time and can 
manage your growing business more efficiently, 
even when you are away from the office. 

Small businesses need to be nimble. 

To stay on top, you have to stay connected to 
your business. Ultimately, it is all about timing 
it right and working smart so that you can 
manage your assets and resources effectively. 
Enterprise mobility will make balancing that 
equation even easier for you, keeping you always 
ready and Open For Business. 


Nokia 6820: Keeps 
you open for business. 


NOKIA 


CONNECTING PEOPLE 





Mobile solutions for the corporate world 
¢ Integrated messaging keypad 
e Mobile email 
e Bluetooth wireless technology 


e Personal information management 


© Integrated camera and video recorder 
e Tri-band GSM 
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HK Regulators to 
Quash Reit Hopes 


International investors keen to get their hands on a tradeable 
slice of China’s booming property markets are likely to be 
disappointed if Hong Kong’s Securities and Futures Com- 
mission (SFC) gets its way. The SFC is resisting market calls 
to allow portfolios of mainland Chinese properties to be listed 
on the territory's stock exchange as real-estate investment trusts, 
or Reits. Despite pressure from some of Hong Kong’s most 
influential property developers and financial institutions to 
drop all geographical investment restrictions from the forth- 
coming Reits code, the SFC is likely to limit investment to Hong 
Kong properties. The reason, according to senior regulators, is 
China’s lack of legally enforceable property rights. Allowing 
Reits to invest in mainland properties would expose Hong Kong 
investors to unacceptable legal risks in a territory outside the 
SFC’s jurisdiction, say regulators. Smelling a lucrative oppor- 
tunity, however, Hong Kong financiers and property develop- 
ers are unlikely to surrender without a fight. “If mainland assets 
could be securitized as Hong Kong Reits, it would change 
the way properties are developed and sold in China,” gushes 
one senior Hong Kong-based banking executive. “China would 
leapfrog into a far more sophisticated market.” 


BILATERAL TRADE Pacts EXAMINED 

The collapse of global trade talks in Mexico in September has 
prompted the United States to step up efforts to seek bilateral 
trade agreements around the world. But an unpublished study 
by two Washington-based economists has found that the 
impact of potential bilateral trade agreements with the U.S. 
would have wildly different results for different Asian coun- 
tries. China would benefit most from a bilateral trade agree- 
ment, with its income rising an estimated $3.3 billion a year, 
according to economists Soamiely Andriamananjara and 
Marinos Tsigas. Japan would be hurt most, with its trade 
income plunging some $1.8 billion a year, presumably because 
measures protecting sectors such as agriculture would be 
lifted. Other potential beneficiaries include Hong Kong (up 
$1.6 billion a year), Indonesia (up $904 million) and Tai- 
wan (up $681 million), according to a copy of the report 
seen by the Review. U.S. income from an agreement with 
Japan would rise $7.8 billion and with China would increase 
$3.7 billion. Of these countries, only Taiwan is actively calling 
for a bilateral trade agreement, but Washington is holding 
Taipei at arms length, insisting that it first address intellec- 
tual-property-rights violations. 


THAKSIN ANGERS MILITARY OFFICERS 

Senior Thai military officers have complained to their coun- 
try’s influential Privy Council about controversial remarks 
made by Prime Minister Thaksin Shinawatra after a deadly 
attack on an army camp in southern Thailand. A top secu- 
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rity official says Thaksin caused a great deal of indignation 
among the military when he said four soldiers guarding 
the camp “deserved to die” for failing to prevent suspected 
Muslim militants from attacking and making off with more 
than 100 weapons from the camp's arsenal on January 4. 
Senior military officers have since told the 15-member Privy 
Council that they want the premier to apologize, says the 
security official, adding that some of the councillors were tak- 
ing the complaints seriously. The Privy Council has con- 
siderable influence as an advisory body to the country’s 
revered King Bhumibol Adulyadej. Some of its members are 
retired military officers, including Gen. Surayud Chulanont, 
who joined the council after stepping down as supreme com- 
mander last October. Thaksin has since said that the press 
distorted his remarks and that he had only meant that the 
soldiers deserved to be punished. 


AUSTRALIAN FEDERAL POLICE IN DEMAND 

Canberra’s willingness to take part in overseas peacekeep- 
ing missions is putting an enormous strain on the resources 
of the nation’s small federal police force. Under current com- 
mitments, the 2,700-strong federal force has been asked 
to supply 600 officers for deployment in places such as 
the Solomon Islands and East Timor. The force is also cur- 
rently picking officers for duty in volatile Papua New Guinea 
later this year. So the government is looking at new ways 
to meet the extra demand to put “boots on the ground,” as 
one senior Australian Federal Police (AFP) officer puts it. 
In a bid to ease the situation, the force will receive a budget 
of A$r.5 billion dollars ($1.13 billion) to cover extra peace- 
keeping duties over the next five years, say force officials. 
Additionally, the much bigger state police forces will be 
approached as a possible recruitment pool, while former 
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WANTED: Australian police and soldiers arrive in the Solomons 
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retired officers with overseas peacekeeping experience have 
been approached to renew their commissions and serve as 
trainers and mentors. The AFP has jurisdiction over all 
federal territory. 


ETHNIC TENSIONS SPLIT AFGHAN CABINET 
Ethnic tensions in Afghanistan's cabinet have flared in the 
aftermath of the loya jirga, or grand assembly, which ended 
on January 4. Ethnic rifts were already apparent at the end 
of the assembly, when the country’s majority Pashtuns faced 
off against an alliance of non-Pashtun minorities on a variety 
of issues. Now, Foreign Minister Abdullah Abdullah has 
handed in his resignation to President Hamid Karzai to protest 
against Finance Minister Ashraf Ghani, say senior cabinet 
officials in Kabul. Abdullah belongs to a troika of powerful 
Tajiks who have been at odds with Ghani, a Pashtun, for try- 
ing to curb their control over the military, the police and the 
intelligence services. According to the cabinet officials, Abdul- 
lah also accuses Ghani of promoting officials of Ghani’s 
Ahmedzai tribe and of browbeating non-Pashtun minori- 
ties into accepting Pashtun demands during the loya jirga. 
For his part, Ghani accuses Abdullah of trying to oppose Karzai 
and dividing the cabinet. The rift between the two men has 
paralyzed the cabinet, which Karzai had planned to reshuf- 
fle after the loya jirga. Several cabinet ministers are insist- 
ing that the only way to heal the rift is to sack both men. 
But Ghani has the support of the United States and the United 
Nations and is regarded by Western aid donors as key to the 
reconstruction of Afghanistan. Also, sacking one or both of 
them could further widen the ethnic divisions. 


A Dark Horse IN Tarwan PorL 

The focus in Taiwan's presidential race has been on incumbent 
Chen Shui-bian and his Kuomintang rival, Lien Chan. But 
some analysts say a certain dark horse could also affect the 
March vote: none of the above. A tiny but growing move- 
ment is urging voters to express their dislike of the two can- 
didates—both of whom ran in the last election in 2000—by 
casting blank ballots. Prominent supporters include a movie 
director, a political-science professor at a top university and a 
former Taipei municipal official. They are using the Internet 
and cellphone messages, among other methods, to spread the 
word. None-of-the-above movements aren't new, of course, but 
in Taiwan they haven't amounted to much. In 2000, more than 
99% of ballots went to one of the five candidates. But given 
public dismay over incessant political backbiting, and the 
fact that the candidates this time are both old faces, some ana- 
lysts say things could be different if this year’s race is very close. 
Emile Sheng, a political scientist at Soochow University, says 
the none-of-the-above votes could tally 3% or more of the total. 
He believes such a showing would likely hurt Chen's oppo- 
nents most, since their generally better-educated constituents 
are more likely to be attracted to the idea of registering a none- 
of-the-above vote. “If this movement continues to get public- 
ity,” he says, “it could gain more momentum.” 
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Bank of Japan Acts to Boost Economy 


The famously intransigent Bank of Japan is show- 
ing flexibility by increasing domestic liquidity. 
The bank apparently hopes that by broadly 
increasing the amount of money in the economy, 
it can encourage lending to companies and 
households. Central Bank Gov. Toshihiko Fukui 
said that defeating deflation is Japan’s top eco- 
nomic priority. Given the poor record of many 
Japanese banks over the last decade, a policy that 





STIMULUS: A boost to spending 


increases the amount 
available to them for 
lending worries some 
analysts. But the govern- 
ment has tried to 
encourage more lending 
to Japan's small and 
medium-sized compa- 
nies, which have been 
short of working capital. 


INVESTMENT 


Investment flows into Asia’s 
emerging markets are set to 
accelerate this year, with China 
taking the lion’s share of direct 
investment and South Korea the 
biggest portion of portfolio-equity 
flows, according to a new study. 
In all, equity investment into the 
region is expected to increase to 
$85 billion in 2004, up about 2% 
from an estimated $83.4 billion 
last year, according to the Wash- 
ington-based Institute of Interna- 
tional Finance, a trade body 
representing the world’s major 
banks. China has long been the 
most attractive destination for 
direct investment in Asia, and 
China’s strong growth and low 


costs remain as attractive as ever. 


The country is expected to grab 
more than 85% of the $60 billion 
in direct investment coming into 
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the region this year. Portfolio- 
equity flows—investments coming 
into the region’s stock markets— 
will also be strong, with Korea set 
to get up to half of the $25 billion 
invested in Asia, and China 
attracting a record $8 billion. 
Overall capital inflows are set to 
fall, however. 


FDI: China is still a big attraction 
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THAILAND 


Thai Military Bank, DBS 
Thai Danu Bank and 
Industrial Finance Corp. 
of Thailand have agreed 
to merge in what would 
become the nation’s fifth- 
largest lender. Thai 
Military Bank is about 
three times the size of its 
proposed partners. The 
Thai government is 
pushing banks to merge 
and clear up their loan 
books as a way to spur 
growth. Banks in Thailand 
were hit especially hard 
during the financial crisis 
of 1997, but have begun 
to recover, fix their 
balance sheets and 
resume lending. 


| INDONESIA | 
Abu Bakar Bashir will 
remain jailed at least until 
March 20 while his 
lawyers pursue an appeal 
against a three-year jail 
term for immigration 
offences and forging 
documents. Bashir is 
appealing to the Indone- 
sian Supreme Court 
against an appeals court 
ruling in November that 
he must serve three 
years of the four-year 
term originally given to 
him in September. The 
appeals court reduced his 





JAPANESE TROOPS 
arrived in Iraq to begin 
the nation’s riskiest and 
most controversial 
military venture since 
World War Il. The force 
is expected to be about 
1,000 strong. Mean- 
while, domestic support 
for the military venture 
is improving in Japan. A 
newspaper survey found 
that 40% of respondents 
now support the move, 
up from 34%. Opposi- 
tion fell to 48% from 
55%. The nationwide 
survey counted almost 
2,000 respondents. 


sentence after throwing 
out a treason conviction 
for taking part in a plot by 
the terrorist group 
Jemaah Islamiah to 
overthrow the govern- 
ment in Jakarta. Under 
Indonesian law, a defen- 
dant remains free pend- 
ing the outcome of a final 
appeal unless a court 
orders otherwise. 


SINGAPORE 


Nonoil exports increased 
15.1% in 2003 to a record 
$$113.5 billion ($67 
billion), reflecting global 
demand for electronic 
goods, which make up 
more than half of the 
island’s nonoil exports. 
The year-end numbers 
were especially hearten- 
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ing to the government 
because the outbreak of 
Severe Acute Respiratory 
Syndrome severely 
damaged exports in the 
second quarter of 2003. 


NORTH KOREA 


A United Nations agency 
said that a lack of foreign 
donations was forcing it 
to cut in half the food aid 
it delivered in December. 
In January, the World 
Food Programme said it 
would be forced to cut 
aid to 2.7 million North 
Korean women and 
children considered 
“core beneficiaries.” 


TAIWAN 


Export orders were up by 
double-digit percentage 
points for the seventh 
straight month in Decem- 
ber from the year-earlier 
period, finishing a strong 
year with the second- 
highest month of export 
orders on record. Elec- 
tronics manufacturing 
led the way. 


INDIA 


New Delhi finalized the 
purchase of a refurbished 
Russian aircraft carrier as 
~ part of a package esti- 
mated to be worth $1.6 
billion. The package will 
include the 44,000-tonne 
ship, 12 MiG-29K jet 
fighters and six anti- 
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IN THE NAVY: India buys a new aircraft carrier 


submarine helicopters. 
The aircraft carrier will 
replace another that is to 
be decommissioned. The 
deal means that India will 
remain the only country 
in Asia to operate an 
aircraft carrier. The 
Russian ship was com- 
missioned in 1987 and 
then decommissioned in 
1994 after the former 
Soviet Union collapsed. 


SOUTH KOREA 


Ban Ki Moon has been 
named as the new foreign 
minister, replacing a man 
who reportedly stepped 
down because he dis- 





BAN: New foreign minister 


agreed with President 
Roh Moo Hyun’s policy on 
relations with the United 
States and North Korea. 
Analysts said Yoon Young 
Kwan had to go because 
he favoured strong ties 
with Washington and a 
tougher line with 








Pyongyang. Roh was 
elected a little more than 
a year ago partly thanks 
to tapping into anti- 
American sentiment. (See 
article on page 18.) 


All 7,000 American 
troops now in Seoul will 
be moved to a new base 
70 kilometres south of 
the capital within three 
years, according to an 
agreement reached by 
both countries during 
talks in Honolulu. The 
agreement must be 
approved by South 
Korea’s parliament, 
which is expected to be 
difficult. A group of 133 
conservative legislators 


“ issued a statement at the 


time that the relocation 
proposal was announced, 
promising to reject the 
plan when it comes 
before the 273-member 
national assembly. 


SRI LANKA 


The peace process 
aimed at halting two 
decades of civil war 
between Tamil Tiger 
separatists and the 
government in Colombo 
seemed on shaky ground 
following a decision by 
the political party of 
President Chandrika 
Kumaratunga to 
denounce progress made 
so far. The president's Sri 
Lanka Freedom Party 
vowed to discard the 
pact signed with the 
rebels. The pledge came 
in a document cementing 
an alliance between the 
SLFP and the nationalist 
People’s Liberation Front. 
The peace process has 
been headed by Prime 
Minister Ranil Wick- 
remesinghe of the rival 
United National Party. 


SPOTLIGHT 
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PRODIGY: Wie may be the next golf superstar l i 


A STAR IS BORN 
Korean-American teenager Michelle Wie stunned 
the golf world by becoming the first female to 
shoot a sub-par round in a men’s Professional 
Golfers’ Association-level tournament. The truly 
amazing part of her accomplishment: Wie is _ 
14 years old. 

A handful of women have preceded Wie in 
competing in men’s tournaments in the past 60 
years, including South Korea’s most successful 
female golfer, Pak Se Ri. But, according to the 
best players on the men’s tour, none compare to 
Wie. “Do you know of any golfer with more poten- 
tial under the age of 25?” asked a top men’s com- 
petition player, Davis Love III. “Probably not. | 
think she’s the next Tiger Woods.” 

Wie was born and lives in Hawaii, where she 
started high school last September. She made 
her sub-par round of 68 at the 2004 Hawaiian ~ 
Open in Honolulu. Her father, Korea-born B.J. 
Wie, is a professor at the University of Hawaii. 
Michelle plans to play in at least six tournaments 
this year on the Ladies Professional Golf Asso- 
ciation Tour in the United States. She also plans 
to go to university in about three years. 

Wie hasn’t been entirely embraced in South 
Korea, which has a growing stable of home-grown 
golf stars to attract attention, beginning with Pak. 
There are currently 18 South Korean players on 
the LPGA Tour, including several who regularly 
win and challenge at major tournaments. But 
none have the presence of Michelle, who at 1.8 
metres tall can already out-drive many men on 
the professional tour. Tim Healy 
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AVIAN FLU 


Flu Deaths Set; 


Alarms Ringing 


An outbreak of avian flu in Vietnam sends jitters around Asia after 
the strain jumps to humans and leaves at least five dead. Foreign and 
local health officials face a big challenge containing the outbreak 


VIETNAM IS ATTRACTING worldwide 
support to stave off a major public-health 
crisis. When laboratory tests in mid-Jan- 
uary proved that a virulent form of avian 
flu had killed four children and one adult, 
the World Health Organization (WHO) 
and other international health and agri- 
cultural agencies immediately swung into 
high gear amid fears in the wider region 
of a major new pandemic. 

They were faced with a case of a rap- 
idly mutating virus set loose in a densely 
populated, low-income country with 
insufficient resources to defend itself. 
Even in a best-case scenario, Vietnamese 
officials concede that it could take several 
months before the risks recede. 

The medical uncertainties over the 
deadly nature of the virus are compounded 
by other obstacles: Vietnam's vast, scattered 
poultry flocks and a weak network of ani- 
mal-health services. As foreign scientists 
unpacked their bags in the Vietnamese cap- 
ital, they were settling in for some long, 


TRACKING BIRD FLU 


Avian influenza is first 
identified in Italy 100 
years ago. 


An outbreak of the 


virulent H5N1 strain of 
bird flu in Hong Kong in 
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1997 infects 18 people, 
killing six. It is the first 
time an avian virus had 
been observed cross- 
ing directly to humans. 
Hong Kong authorities 
slaughter the terri- 


By Margot Cohen/HAno! 


hard days ahead. “It’s a big challenge for 
us to contain an outbreak in a country 
such as Vietnam,” says Hitoshi Oshitani, 
a Manila-based WHO epidemiologist 
dispatched to Hanoi on January 14. 

In scientific terms, the virus is an avian 
flu subtype known as H5N1. Experts say 
that a strain of H5N1 began infecting chick- 
ens in South Korea in mid-December, and 
was subsequently detected in poultry in 
Vietnam and Japan. A milder strain 
cropped up in Taiwan. Those discoveries 
triggered the slaughter of millions of chick- 
ens suspected of having been exposed to 
the virus, along with import-export bans 
and other government-imposed measures 
to contain the outbreak. 

Some industry analysts, consumer- 
rights groups and farmers in Thailand 
believe H5NI has also hit their poultry and 
they allege an official cover-up. But the 
government, and major Thai poultry 
exporters, insist that a disease outbreak 
that started on November 21 and has so 


tory’s 1.5 million 
chickens. 


Hong Kong is hit by a 
second bird flu scare in 
2001. Another mass 
slaughter is ordered. 


A highly pathogenic 
strain of H7N7 avian 
flu strikes the Nether- 
lands in February 
2003, infecting 82 
people and killing one 
vet. The same month 
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far left at least 30,000 chickens and ducks 
dead at 380 farms was caused by “fowl 
cholera.” Some 850,000 fowl have been 
killed to contain the outbreak and the gov- 
ernment has plans to widen the cull. The 
WHO has not contradicted the Thai gov- ° 
ernment, but says it is still monitoring 
cases of possible human infections. (See 
article on page 16.) 

But while the flu epidemic threatens 
Asia’s multibillion-dollar poultry indus- 
try, the real danger lies in the threat to 
human life. Attention is focused on Viet- 
nam because it’s the only country right 





in Hong Kong two 
cases of H5N1 are 
confirmed in a nine- 
year-old boy and his 
father, who dies. 


In July 2003, a flu 
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CHICKEN CULL: A Vietnamese farmer and health officials prepare birds for burial 


now where the virus is leaping from 
chickens to people. 

Experts say that exposure to chicken 
faeces is the most common transmis- 
sion route. That’s dangerous enough in 
~ itself, because human immune sys- 
tems are not designed to cope with bird 
flu. What’s really setting off alarm bells 
in the region and beyond, however, is 
the potential for human-to-human 
transmission in Vietnam. 

Imagine the human body as a giant 
mixing vessel, where genes from H5N1 
get scrambled up with genes from 


outbreak in Vietnam’s 
Vinh Phuc leads to the 
cull of 20,000 chickens. 


A strain of H5N1 begins 


infecting chickens in 
South Korea in 
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December 2003, and is 
then detected in poultry 
in Vietnam and Japan. 


A milder strain of avian 
flu known as H5N2 
crops up in Taiwan 


more common varieties of human 
influenza. That explosive mix could 
spread quickly within the population 
and cause an influenza pandemic— 
meaning a much bigger crisis than the 
Severe Acute Respiratory Syndrome 
which cut through Asia last year. 

But many experts caution that it’s 
too early to push the panic button. 
Among the five fatal Vietnamese cases 
of H5N1 detected so far, the WHO has 
found no evidence of such human-to- 
human transmission. And even if this 
does occur in isolated cases, >> 





in January 2004. 


World Health Organiza- 
tion tests in January 
2004 prove that H5N1 
killed four children and 
one adult in Vietnam. 


PANDEMIC FEARS 


Millions of chickens, millions of people 
and countless flu viruses: That is the 
potentially lethal combination that 
alarms microbiologists, particularly 
when a deadly strain of avian flu virus 
takes hold in a population of domestic 
poultry. The anxiety becomes acute 
when this virus shows it can be deadly 
if humans are infected. 

So it comes as no surprise that flu 
specialists are holding their breath over 
the widespread infection of chickens in 
Vietnam with a subtype of the H5N1 
avian flu virus. The virus has already 
killed five people who are believed to 
have been infected through contact 
with chicken faeces. 

This is already a serious crisis, but 
the underlying fear is that things could 
get much worse. At times like these, all 
that stands between the world and a 
devastating flu pandemic is a small 
molecular change in the virus that 
would allow it to spread rapidly from 
person to person. “You just don’t know 
if this could turn out to be the real thing 
or not,” says retired Australian National 
University virologist Graeme Laver. 

“A small change can have a most 
dramatic effect on a virus.” 

Laver, a pioneer of research into 
the role that viruses from animals, 
particularly birds, play in outbreaks of 
human influenza, notes that humans 
have little resistance when a microbe 
manages to jump the species barrier. 
That explains the high mortality rates 
when these infections occur. Of the 18 
people who contracted avian flu from 
poultry in Hong Kong in 1997, six died. 
The early indications from the infec- 
tions in Vietnam also indicate a high 
mortality rate. That makes these bird 
flu infections much more deadly than 
infection with the Severe Acute 
Respiratory Syndrome virus. 

Virologists believe that flu viruses 
can exchange genetic material with 
each other when they have infected the 
same host. This process, known as 
reassortment, could lead to an H5N1 
virus acquiring a receptor-binding site 
that recognizes human lung cells. Or, a 
mutation of the H5N1 virus could lead 
to the same outcome. Laver suspects 
this is more likely than reassortment. 
However, the mystery is why this has 
not happened more often in history, 
given the high probability of change. 
“Why is the start of a pandemic so 
rare?” he asks. “There is something 
about the ecology of the virus we don’t 
understand just yet.” David Lague 
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there’s no guarantee that it will explode into 
the pandemic that some scientists have 
long predicted might strike. There have 
been three major flu pandemics, including 
the 1918 Spanish flu outbreak which killed 
up to 40 million people. 

When a highly pathogenic strain of 
H7N7 avian influenza struck the Nether- 
lands in February 2003, for example, 
scientists found three cases where they 
believed that poultry farm workers passed 
the virus to family members. Yet these 
individuals survived and containment 
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days. Scientists credit this masterstroke 
for preventing further transmission from 
birds to people. But in Vietnam the poul- 
try population is much larger and more 
scattered. The official estimate is 254 
million chickens and ducks. 

Disease control is not just a matter 
of targeting a few big commercial farms 
or central markets. Some 80% of Viet- 
nams 10 million households raise 20 
chickens or more in their yards. That’s on 
top of the country’s estimated 2,300 
chicken farms that have at least 2,000 


“The Vietnam government is giving a truthful 


. . 3) 
image of what’s happening. Marcorm Sayer, Carcit VIETNAM 


measures succeeded. That outbreak 
affected 82 people, killing one veterinary 
surgeon. Still, flu experts consider H5N1 
more dangerous than the virus that struck 
the Netherlands. 

Controlling Vietnam's current out- 
break also promises to be tougher than 
it was in Hong Kong in 1997, when H5N1 
infected 18 people, killing six. In that case, 
Hong Kong authorities managed to 
slaughter all of the territory's chickens— 
a total of 1.5 million birds—within three 





HEALTH THREAT: 
A medic in 
Hanoi treats a 
man suspected 
of contracting 
bird flu 
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chickens apiece. Many families raise 
ducks, using the droppings as fertilizer 
for their rice paddies. The bottom line: 
Most Vietnamese have daily contact with 
live poultry and its excretions. 

Vietnam does have a veterinary net- 
work that reaches from Hanoi down to 
each province and commune. But as in 
other Vietnamese line agencies that rely 
on poorly paid and often ill-trained civil 
servants, there’s a troubling communi- 
cation gap. “Enforcement is very poor, 


and the quality of information is often not 
reliable,” says Kanameda Masaharu, a 
Hanoi-based Japanese specialist in field 
extension work. 

Such communications problems have 
caused difficulties in pinpointing the start 
of the outbreak. Back in July, for example, 
animal-health officials in the northern 
province of Vinh Phuc noted a flu out- 
break at an Indonesian-owned commer- 
cial chicken farm, which they say led to 
the slaughter of 20,000 chickens and 
took 20 days to contain. But though the 
Vinh Phuc authorities say they reported 
the problem to their superiors in Hanoi, 
the news didn't reach the WHO until 
early January—roughly two weeks after a 
severe outbreak of bird flu was reported 
in two southern provinces. “It would have 
been better to know about it before,” says 
Pascale Brudon, the WHO representative 
in Hanoi. 

The WHO, together with counterparts 
from the Food and Agriculture Organi- 
zation and Vietnamese line agencies, will 
investigate whether the July event is 
linked to the current epidemic. They will 
also be scrutinizing a Thai-owned farm 
that reported an influenza outbreak in late 
December, according to agriculture offi- 
cials in northern Ha Tay province. PP 
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The real price of oil. 


We're all involved in the oil business. 
Every time we start our cars, turn on our 
lights, cook a meal or heat our homes, 
we're relying on some form of fuel to 
make it happen. 

Up to now, it’s inevitably been a fossil 
fuel, part of the carbon chain. 

And, just as inevitably, that will have to 
change. 

Long before we decide to stop using fossil 
fuels, costs will have already made the 
decision for us. 

Not just the monetary cost, but the human 
cost, the cultural cost, the environmental cost. 
We will, quite rightly, demand that our future 


energy is both sustainable and renewable. 
We will expect a lot from the likes of solar 
power, wind power, geothermal power and 
hydrogen fuel cells. But it will take time. 
Various estimates suggest that by 2050, 
nearly one third of the world’s energy 
needs could come from just such sources. 
Which leaves the other two thirds to come 
from conventional fuels, such as oil and gas. 
To make that happen, we have to strike a 
balance. 

Between the need to protect people's way 
of life and their environment and the need 
to provide them with affordable energy. 


Between the cost of developing new 


technology to extract the utmost from 
current fuels and the cost of developing 
new power sources. 

This is what Shell does every day, all over 
the world. This is why we need to hear 
from and listen to, everyone who has an 
interest in the world. 

Which is pretty much everyone in the world. 
This is the real price of energy and it’s 
worth it, if only to make sure our children 
have the chance to buy it. 

And in a world worth buying it in. 

A platform for all points of view is at 


www.shell.com 


Profits. Principles. Or both? ep 
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At this point, the message has sunk 
in: Vietnam won't whip the problem 
without tighter government coordina- 
tion and greater transparency. Today, as 
the drama unfolds in Vietnam's mass 
media, some observers are impressed. 
“The government is giving a very 
truthful image of what’s happening, as 
though they learned from the Sars 
experience,” says Malcolm Sayer, 
general director for Cargill Vietnam. 

Vietnam’s communist leaders are 
also seeking to mitigate any political 
backlash from small farmers by mak- 
ing high-level visits to flu-struck areas 
and promising compensation for those 
compelled to slaughter their chickens. 
Whether they make good on such 
promises remains to be seen. 

Beyond wrecking the $400 mil- 
lion domestic poultry trade, the flu 
could inflict more damage on the 
nation’s economy. Tourists were just 
beginning to muster the courage to 
return to Vietnam after the Sars trou- 
bles last year. Now, with the uncer- 
tainty posed by bird flu, tourism rev- 
enues could falter once more. 

Yet few Vietnamese are thinking 
so far ahead. Their main preoccu- 
pation these days is greeting the 
Lunar New Year on January 22. Many 
families have decided that it’s wiser 
to forgo the chicken they traditionally 
offer to deceased ancestors or prepare 
in special dishes for themselves. 
Seafood is one obvious alternative. 
Ironically, that’s a boon for hundreds 
of thousands of Vietnam's shrimp 
and catfish farmers, who had been 
dreading a dismal year due to trade 
disputes with seafood producers in 
the United States. 

Throughout the holiday, however, 
Vietnamese veterinarians have been 
put on high alert. And as other experts 
begin to arrive in Vietnam from the 
United States Centres for Disease 
Control and Prevention, the European 
Commission, and other concerned 
agencies, the mood in the scientific 
community is sombre. Work on a 
human vaccine against bird flu is 
just getting started. For Asia, it’s a 
time to hope that all the pieces of the 
puzzle will come together in time to 
save lives. = 
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OFFICIALLY SAFE: Thai fried chicken 
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FOWL OPPORTUNITY 


With avian flu taking a toll on many Asian 
poultry producers, Thailand, the region’s 
largest chicken exporter with more than 
$1.2 billion in international sales last 
year, is hoping to turn the crisis into a 
business opportunity. 

“We are lucky we don’t have the 
problem,” asserts Deputy Agriculture 
Minister Newin Chidchob, referring to the 
outbreak of the H5N1 bird flu strain in 
countries like Vietnam, South Korea and 
Japan. “We’d rather change this crisis into 
our opportunity.” 

‘His optimism comes despite the cull 
in recent weeks of almost 850,000 fowl 
that the government says were suffering 
from “fowl cholera” rather than bird flu. 





Thai officials assert that the alleged 
cholera outbreak has been contained and 
that it has not affected the safe 
consumption of Thai chicken. However, 
some Bangkok-based industry analysts 
and consumer-rights groups dispute this. 

Nevertheless, rising chicken prices in 
Japan are already providing some Thai 
poultry producers with a lift. Anand 
Sirimongkolkasem, president of the 
Broiler Processing Exporters Association 
of Thailand, says the price of poultry 
exports to Japan has jumped to more 
than $2,400 per tonne from $1,500- 
1,700 before news of the flu spread. 

Charoen Pokphand Group, the 
world’s fourth-largest chicken exporter, 
believes it can increase sales overseas 
in the wake of the crisis. “There is still 
no evidence that we have avian flu in 
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By Shawn W. Crispin 


Thailand,” says CP Executive Vice- 
President Sarasin Viraphol, claiming that 
so far none of CP’s contract farms have 
been infected with H5N1. 

CP exports around 30 million 
chickens worldwide every week. “If there 
were reports our chicken wasn’t safe, our 
business would collapse,” says Sarasin. 
“We are likely to emerge a winner rather 
than a loser from this episode.” 


GOVERNMENT CHALLENGED 

Still, there are concerns that the 
government could be playing down the 
extent and cause of the outbreak. Viroj 
Na Bangchang, president of Thailand’s 
Consumer Force Association, which 
includes many medical professionals, 
lodged a formal complaint with the Thai 
parliament on January 15. 

“The government is not telling the 
truth,” Viroj alleges. “The government is 
trying to keep small farmers quiet by 
offering them money compensation for 
their losses.” He claims scores of small- 
scale poultry farmers believe their 
livestock has been infected with avian flu 
because of how quickly their fowl have 
died from their infections. 

Some industry analysts are 
expressing similar concerns. “I have 
talked to many people and they are 
concerned Thai chicken may be infected,” 
says agribusiness analyst Chaiyaporn 
Nompitakcharoen. “The risk factor for the 
industry is rising.” 

In line with those concerns, some 
Asian governments are becoming more 
guarded about Thai poultry imports. 
Singapore has banned the import of 
certain types of Thai poultry. South Korea - 
has imposed a tough new testing regime 
on imports of Thai chicken, and Japan has 
banned the import of poultry produced 
from within a 50-kilometre radius of 
cholera-infected Thai farms. 

The World Health Organization is 
currently monitoring the situation in 
cooperation with Thailand’s Ministry of 
Health. So far, tests of seven or eight 
suspected H5N1 human infections in 
Thailand have all proved negative, 
according to WHO country representative 
Somchai Peerapakorn. The European 
Union, which receives about 15% of 
Thailand’s poultry exports, has also put 
its inspectors on the case. “So far we are 
satisfied with the [Thai] authorities’ 
assurances,” says an EU food-safety 
official. “But we are still checking.” 

Sasi-on Kam-on contributed 
to this article 


PHILIPPINES 


Poll Positions 


The presidential election will be a familiar 
contest between old elites and Marcos associates 


By James Hookway/MANILA 


SHORTLY AFTER THE Philippines’ Supreme Court cancelled 
a contract to computerize May’s presidential elections, the 
general secretary of the country’s election watchdog agency 
appeared on television, warning voters to keep an eye out 
for cheating. “By the way people have jumped parties and back- 
stabbed each other,” Guillermo Luz predicted in mid-January, 
“We know it won't be a straightforward election.” 

Yet May’s election might be more familiar than it first 
appears. The sight of politicians scurrying from party to party in 
search of the best chance of winning office is nothing new in a 
Philippine presidential election. Meanwhile, lawyers are trying 
to disqualify one of the front-runners—movie-star candidate Fer- 
nando Poe Jr—-saying that he is either Spanish or American and 
thus ineligible to run. Déja vu there, too—in 1998, somebody 
claimed one candidate was Chinese. 

On January 13, the Supreme Court put the entire pres- 
idential balloting process in doubt by voiding a flawed 
contract with a local company that would have allowed 
the Philippines to automate vote-counting for the first time. 
President Gloria Macapagal-Arroyo urged calm, saying 
the country could still hold fair elections, even if all the votes 
have to counted by hand—a laborious process that has led 





CHALLENGER CHALLENGED: Popular Poe’s origins questioned 
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to violence and fraud in the past. 

This poll is in many ways as traditional as the manner 
in which the votes will be counted. As in each election since 
democracy was restored after the ousting of President Fer- 
dinand Marcos in 1986, an upstart outsider backed by the late 
dictator's associates is taking on representatives of the coun- 
try’s wealthy elite. 

This time, the contest will likely be between Arroyo, the 
champion of the middle classes, and the actor Poe, a friend 
of the late Marcos. Alternative candidates, such as former 
education chief Raul Roco, may falter as the campaign pro- 
gresses, analysts predict. 

So far, the momentum appears to be in Poe’s favour. Since 
ex-actor Joseph Estrada was bundled out of office in a blood- 
less coup in 2001 and Arroyo was placed in power, she has 
failed to deliver the economic progress she promised. The 
Philippine currency hit a record low against a crumbling dol- 
lar late last year, while unemployment rates rose to 12.7% in 
July 2003 from 11% a year earlier. While preaching free trade, 
Arroyo's administration has toyed with import tariffs to pro- 
tect politically sensitive but inefficient industries such as con- 
struction, penalizing Filipino consumers in the process. 


POE LACKS OFF-SCREEN PRESENCE, 
BUT THIS HARDLY MATTERS IN A 
COUNTRY WHERE VOTERS ARE OFTEN 
SWAYED BY CELEBRITY 


Although Poe has no economic, let alone political, back- 
ground, his advisers are floating the idea that things are 
sufficiently bad in the Philippines that it needs a charis- 
matic leader to pull it together. The fact that Poe, unlike the 
raffish Estrada, lacks presence away from the screen hardly 
matters in a country where voters are frequently swayed by 
celebrity rather than policy. 

Since accepting the nomination of the main opposi- 
tion coalition last year, Poe has said little of substance in 
public. Instead, his advisers have dominated the airwaves, 
reinforcing the perception that the political players who 
moved on to Estrada, following Marcos’s overthrow and the 
intervening presidencies of Corazon Aquino and Fidel 
Ramos, have found a new horse to ride to the presidential 
palace. Chief among them are Sen. Edgardo Angara, 
Estrada’s chief of staff, and Ernesto Maceda, who did the 
same job for Marcos. 

Poe, however, denied he was anybody’s puppet in an 
informal gathering with college students on January 15. 
“If anybody tries to dictate to me, he had better think about 
it first,” Poe said, adding that his main strength is that he 
isn't a politician. 

But it appears he is learning quickly. A few days earlier, he 
secured the services of some leading Philippine movie stars 
and a group of athletic young women known as the Sex Bomb 
Dancers to join him on his campaign sorties. = 
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SOUTH KOREA 


Alliance 
On Trial 


An American soldier accused in a Korean court 
highlights the strains in U.S.-Korean ties—a 


major issue in April’s elections 


By Don Greenlees/SEOUL 


IN UNIFORM, United States Army Sergeant Jerry Onken 
stood stiffly before a court in Suwon on January 15 and apol- 
ogized for an alleged drunken hit-and-run accident in which 
he killed a 22-year-old Korean woman. In South Korea it 
was unprecedented—an American serviceman in civilian cus- 
tody, facing justice in a civilian court. 

In a low voice, 32-year-old Onken, a veteran of the Gulf 
and Afghanistan, told the judge: “I would just like to say 
that I deeply apologize for all that happened and I grieve along 
with the victims.” 

Such contrition is a novelty in a country where many 
people believe members of the 37,000-strong U.S. force 
deployed against the possibility of North Korean aggression 
have often behaved with arrogance and broken the law with 
impunity. Onker’s trial is one of the more visible attempts 
to mend strains that have resulted in periodic anti-American 
protests and a widespread view that Seoul should do more 
to stand up to the U.S. 

The sentiment is particularly pronounced among South 
Koreans under the age of 40, who analysts say are more 
fiercely nationalistic on issues such as the alliance with the 
U.S. and more open-minded about approaches to North Korea. 
“They are much more nationalistic and anti-American than 
their parents,” says Kim Chang Su of the Korea Institute of 
Defence Analyses. “Some South Koreans believe the United 
States has been overbearing and had too much influence in 
Korean domestic politics in the past.” 

In presidential elections in December 2002, Roh Moo 
Hyun tapped into the deepening vein of nationalism with 
promises of greater policy independence from Washington. 
But living up to his campaign rhetoric while sustaining healthy 


“ 
[Younger Koreans] are much 
more nationalistic and anti-American 
$ >] 
than their parents 


Kim CHANG Su, KOREA INSTITUTE OF DEFENCE ANALYSES 
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CONTRITE: U.S. Sgt. Jerry Onken apologized for a hit-and-run 
accident that killed a young Korean woman 


relations with the U.S. has proved to be a confusing balancing 
act for President Roh that risks leaving no one happy. That's 
likely to make policies towards the U.S. alliance a major issue 
in parliamentary elections in April. It also means both 
Washington and Seoul have to work hard to avoid discord 
on issues such as troop redeployment. 

For foreign-policy professionals and Rob's conservative 
opposition, strong ties with Washington are an article of faith. 
They are troubled over the use of alliance politics as a domestic 
vote-catcher. But nor have the voters who supported Roh in - 
2002 always been happy with the compromises necessary 
to keep U.S.-Korea relations on an even keel, most notably the 
controversial decision last year to send troops to Iraq, pending 
national assembly approval. 

Even within the government there have been tensions 
between the president’s centre-left advisers at the National 
Security Council and the conservative pragmatists in the 
Foreign Ministry, who place good ties with Washington at the 
heart of South Korean foreign policy. In mid-January, the 
tensions forced Foreign Minister Yoon Young Kwan to resign 
after losing a long-running struggle with Rohs NSC advisers. 
The ostensible trigger for Yoon’s departure was his failure 
to muzzle disgruntled officials—one of them was quoted 
anonymously in the press criticizing Rob's policies towards 
the U.S. and North Korea. These officials didn't grasp “the 
spirit and course of the government's foreign policy of 
independence,” says a presidential aide. 

But legislators from the opposition Grand National Party 
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(GNP) argue that the timing of Yoors departure is linked to 
national assembly elections in April and Rob's desire to 
keep faith with his supporters. Roh’s new Uri Party is striving 
to haul back a substantial GNP majority, but polls show the 
GNP winning the elections. 

“Certainly the different approaches to the Korea-U.S. 
alliance will be one of the major election issues,” says Park 
Jin, aGNP spokesman and expert on U.S. relations. A Gallup 
Korea survey conducted in September found 45.1% of 844 
respondents were opposed to the presence of American 
troops—a large increase from the proportion a decade ago. 
A narrow majority still favours the U.S. deployment. 

The consequences of politicking over the alliance are a 
worry for U.S. and other Western officials who see a united 
front as important in confronting North Korea’s development 
of nuclear weapons. So there was some relief when Roh 
named as Yoors successor Ban Ki Moon, a career diplomat 
who has worked closely with U.S. officials in the past. 

But facing occasional ripples in bilateral relations and 
rising opposition to the troop presence, the U.S. has to work 
hard at fostering community goodwill. Under good-neighbour 
programmes, some U.S. soldiers eat dinner with Korean 
families and teach English to schoolchildren on weekends. 

The U.S. also plans to consolidate troops in fewer bases. 
It hopes a by-product will be less friction with locals. Under 


an agreement concluded in Hawaii on January 18, U.S. 
troops will pull out of the Yongsan garrison in Seoul and 
move to bases further south by the end of 2007. Some 
Koreans will cheer the departure of the soldiers; others 
believe it reduces Seoul's security in the event of hostilities 
with the North. 

Another concession to South Korean sensitivities: a 2001 
revision to the Status of Forces Agreement to allow certain 
offences by off-duty soldiers to be tried in civilian courts. 
The trial of Onken is the first test of this provision. Onken 
admits to driving through a red light on November 28 and 
fleeing the accident which left computer operator Ki Kyung 
Sun dead. He denies that he was drunk at the time. 

The case has echoes of a 2002 accident in which two South 
Korean schoolgirls were crushed to death by a U.S. Army 
vehicle. Back then, the slowness of U.S. authorities to respond 
and the acquittal of the driver in a court martial sparked 
months of anti-American protests. Roh’s subsequent election 
pitch for greater foreign-policy independence resonated 
against the background of this tragedy. 

For many it still does. Although empty public seats at 
Onken’s trial might be a good sign, Ks brother, Ki Gyeong 
Seok, says that among his university student friends the 
case has only strengthened anti-U.S. convictions. “I feel like 
Korea is colonized by the U.S.,” he says. = 
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PAKISTAN 


The Reluctant 
Tough Guy 


Musharraf has promised the West that he will 
be harder on terrorists. But every move he 
makes to crack down loses key domestic support 


By Ahmed Rashid/LAHORE 


SHORTLY AFTER President Pervez Musharraf reassured the 
world that Pakistan would clamp down on nuclear prolifera- 
tion and Islamic extremism during a January 17 speech to 
Pakistan's parliament, he took steps to show he meant busi- 
ness. Pakistani authorities detained several top nuclear sci- 
entists in Islamabad as part of a probe into alleged prolifer- 
ation of nuclear technology and then arrested seven alleged 
members of Al Qaeda in Karachi. 

The United States undoubtedly cheered the moves as evi- 
dence that Musharraf’s words were actually backed by action, 
which has seldom been the case in the past. But the actions 
also just as certainly exacerbated what is Musharraf’s biggest 
problem: a continuing lack of support domestically. Even 
Musharraf’s greatest recent accomplishment—rapproche- 
ment with India that will apparently lead to a formal dialogue 
in February—carries a serious domestic downside in terms 
of stirring up opposition. 

Dressed in a white sherwani, or topcoat, rather than the 
army uniform he typically wears in public, Musharraf 
addressed the upper and lower houses of parliament for the 
first time since the present civilian government was elected 
in October 2002. Musharraf used his speech to dispel inter- 
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WORKED UP: Musharraf cracked down on Al Qaeda and 
nuclear proliferators after promising a tougher line 


national doubts about Pakistan's seriousness in the war against 
terrorism. He said that Pakistan was “at a crossroads” and 
faced four dangerous misperceptions. 

Musharraf said there is a widespread belief that Pak- 
istan encourages the Taliban in Afghanistan, supports Islamic 
militants in Kashmir, allows extremist groups to exist inside 
the country and profits from the proliferation of nuclear 
weapons. “We have to take far-reaching and important deci- 
sions, otherwise the coming generations will pay a very heavy 
price for our indifference,” he said. 

He stressed his obligation to clamp down on the spread 
of Pakistan's nuclear technology. “We have to assure the world 
that we are a responsible nation and will not allow prolifera- 
tion of nuclear weapons,” said the president. At the same time, 
he made it clear that Pakistan would not surrender its nuclear 
capability. “Our nuclear and missile power is for Pakistan's 
defence and to strengthen it is in our interest,” he added. 

Since September 11, Musharraf has repeatedly promised 
to clamp down on nuclear proliferation from Pakistan, but his 
follow-up has been inconsistent at best. Western diplomats 
in Islamabad say they are still sceptical about his commit- 
ment, but Pakistani officials say that there has been a genuine 
change of heart in the army, especially since Musharraf was 
twice targeted by assassins in December. “This time will be 
different,” says a senior Pakistani diplomat. 

The sweep by Pakistan's top intelligence agency, Interser- 
vices Intelligence (ISI), to pick up five men involved with the 
country’s nuclear research-and-development programme 
following Musharraf’s speech—adding to three detained for 
interrogation in December—was perhaps meant to demon- 
strate just how different. 

Of the eight men picked up, two are retired army brigadiers. 
One is Nazir, the director-general of Khan Research Labora- 
tories, the nuclear research facilities named after Abdul Qadir 
Khan, who is considered the father of Pakistan’s nuclear-bomb 
programme. Another detainee is retired Maj. Islam ul Haq, * 
Khan's personal assistant. The rest comprised four scien- 
tists, one technician and the other retired brigadier, all Khan 
Research Laboratories employees. 

Haq’s wife, Nilofer, said her husband was taken away by 
two ISI officers as he was having dinner with Khan in Islam- 
abad on the night of January 17. Khan is believed by West- 
ern intelligence agencies to be the mastermind behind sell- 
ing centrifuge technology used in nuclear research to foreign 
clients. However he is revered by many Pakistanis and espe- 
cially by Islamic parties. His interrogation in December by 
the ISI sparked angry criticism from Islamic leaders. 

Moreover, few in Pakistan believe that the scientists acted 
alone, especially considering that the country’s nuclear 
programme has always been tightly controlled by the army. 
“The scientists are being scapegoated because the army 
will not question its own,” says a senior bureaucrat. “This 
is a dangerous precedent.” 

The detentions in Pakistan followed one on January 2 in 
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Denver, Colorado, of South African businessman Asher 
Karni. He heads a company allegedly implicated in the smug- 
gling of 200 electronic devices used to trigger nuclear 
weapons. Because a Pakistani front company is believed to 
have ordered the triggers from Karni, the arrest revived long- 
held suspicions of a sophisticated blackmarket in nuclear 
components in Pakistan. 

Also just after the Musharraf speech, an ISI raid in Karachi 
netted seven alleged Al Qaeda members and a large arms cache 
including grenades, guns and ammunition. The government 
did not identify the seven arrested but said they included two 
Egyptians, three Afghans and two Arab women. 

The day before Musharraf's speech, Gen. John Abizaid, 
the head of the U.S. Central Command, met with Mushar- 
raf in Islamabad to press for help in catching Osama bin 
Laden. “After the capture of Saddam Hussain, there is serious 
U.S. and British pressure on Pakistan to deliver [bin Laden],” 
says a senior Western diplomat. “There is a strong feeling 
in the intelligence community that Pakistan is not doing 
enough,” he adds. 





FERVOUR: The president won't risk trying to tame Islamic anger 
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As evidence, they cite a “badly botched” raid in early Jan- 
uary by Pakistani commandos in the country’s tribal belt bor- 
dering Afghanistan. So far the raid has led to the arrest of 
some 40 local Pashtun tribesmen. However, there have 
been no significant arrests of Al Qaeda members, who are 
believed to have escaped. A Taliban statement that circu- 
lated on a Web site in mid-January said bin Laden, his deputy 
Ayman al-Zawahiri and fugitive Taliban leader Mullah 
Mohammed Omar were free and “in good health.” 

Musharraf can't seem to win. Abroad, friendly govern- 
ments criticize Pakistan for not doing enough to crack down 
on terrorism and Islamic extremism. But at home, critics think 
he is doing too much to oblige the Americans. During his 
speech in parliament, with his cabinet, his generals and 


DURING HIS SPEECH TO PARLIAMENT, 
MUSHARRAF FACED NONSTOP 
HECKLING FROM HIS OPPONENTS 


dozens of foreign ambassadors in the audience, Musharraf 
faced nonstop heckling from mainstream opposition parties, 
which he has treated with contempt. Shouts of “Go, Mushar- 
raf, go,” and “Friends of dictators are traitors,” often drowned 
out his speech. 

An alliance of Islamic parties that opposed the president 
for much of last year, but then signed a deal with him in 
December, walked out of parliament before the speech in 
protest against the army’s raid in the tribal belt. Ironically, 
some domestic critics have argued that Musharraf has 
pandered to the fundamentalists while ignoring other pos- 
sible allies. And mainstream politicians complain that the 
army continues to dominate Pakistan's political scene, while 
Musharraf, who remains head of the army and came to 
power as an army general, has done little to empower the 
civilian government. 

The International Crisis Group's latest report says that 
Pakistan has failed both to tackle extremism and to reform 
the madrassas, or Islamic schools, where Pakistani and for- 
eign militants are educated. “Having co-opted the religious 
parties to gain constitutional cover for his military rule, 
Musharraf is highly reliant on the religious right for his 
regime’s survival,” says Samina Ahmed, South Asia project 
director for the Brussels-based think-tank. “It’s no sur- 
prise, then, that he has not intruded on the mullahs’ turf 
by reforming the madrassa system,” she adds. 

The report says that no laws to regulate madrassas have 
been promulgated. In fact, the government has assured the 
clergy that it will not interfere in madrassas’ affairs. “Pakistan's 
failure to close jihadi [holy war] madrassas and to crack 
down on jihadi networks has resulted in a resurgence of 
domestic extremism and sectarian violence,” the report states. 
But Musharraf undoubtedly feels boxed in, unable to reform 
or close madrassas for fear of antagonizing the fundamen- 
talists he needs as allies. = 
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Slowdown Forecast After 
GDP Surges 9.1% in 2003 


Shaking off an outbreak of Severe Acute Respiratory 
Syndrome, China’s economy grew at an official 9.1% 
in 2003—its best performance in seven years (see 
related article on page 41). The pace, with an annual- 
ized rate of 9.9% GDP growth in the fourth quarter, 
added to concerns about overheating and widespread 
expectations that growth would slow in 2004. Li 
Deshui, head of the National Bureau of Statistics, 
said the economy was in good shape, with low infla- 
tion, rising incomes and a robust balance of pay- 
ments. “There’s no need to put on the brakes,” he 
said. However, he warned that certain industries and 
regions might be on the verge of overheating and 
forecast that the economy could slow a bit in 2004 to 
about 7% or more. Addressing concerns among 
foreign economists about the reliability of official 
statistics, Li also 
announced China’s 
first revision of quar- 
terly economic data, 
saying that growth 
was 9.6% during the 
third quarter, half a 
percentage point 
higher than previ- 
ously reported. 
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BANKS CLEAR DECKS BEFORE LISTING 








State-owned Bank of China said it planned to list shares in 2005 after 
restructuring in a bid to clean up its balance sheet and boost capital. Bank 
President Xiao Gang told the Xinhua news agency that in order to facilitate 
the listing, the bank would use part of a $22.5 billion injection from state 
foreign-currency reserves to buy international bonds to boost its capital 
adequacy. The bank also planned to allocate more than 200 billion renminbi 
($24.16 billion) in owner’s equity to reduce its bad-debt burden. The bank 
said that its ratio of nonperforming loans was 15.92% at the end of Decem- 
ber 2003, even after using almost all its 2003 operating profit to cut bad 
debt. China Construction Bank (CCB) also received a $22.5 billion injection 
in a pilot programme to prepare the state banks to compete with foreign 
banks from 2007. A CCB spokeswoman said it aimed to list by early 2005. 
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RENMINBI 


Dismissing forecasts of a 
revaluation in 2004, the 
head of the National 
Bureau of Statistics said 
China would keep the 
renminbi’s exchange rate 
“basically stable” this 
year. Foreign investment 
bankers had predicted 
that China would revalue 
the currency by introduc- 
ing a wider trading band 
with the dollar. 


TRADE 


In its latest move to curb 
allegedly unfair imports 
from China, the United 
States Commerce 
Department approved 
preliminary anti-dumping 
duties of up to 80% on 
plastic shopping bags 
from China. The depart- 
ment also set preliminary 
duties on bags from 
Malaysia and Thailand. 
China is the biggest of 
the three suppliers. 


ARCHIVES 


Hailing its move as a new 
step in China’s opening 
up to the world, the 
government said it had 
declassified thousands of 
diplomatic documents 











AS MILLIONS OF people 
headed home for the Luna 
New Year holiday, Premier 
Wen Jiabao told the State 
Council that China had wo 
the battle against Severe 
Acute Respiratory Syn- 
drome (Sars). But other to; 
officials warned that the 
long holiday period would 
be critical if Sars was to bi 
stopped from spreading a 
ordered tighter health 
checks for travellers. 
Chinese authorities have 
confirmed three Sars case 
in Guangdong province in 
recent weeks. But World 
Health Organization invest 
gators said the virus in at 
least one of the cases this 
season seemed milder the 
in last year’s outbreak. 


from the 1940s and 
1950s. But it wasn’t 
clear how comprehen- 
sive the files would be or 
whether they would 
include material about 
sensitive issues such as 
the 1950-53 Korean War. 


PEACEKEEPING 


The official Xinhua news 
agency said China would 
send a police officer to 
Afghanistan in its first 
contribution of personnel 
to the United Nations 
peacekeeping mission 
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there. It named the man arrests of Taiwanese on 
as Zhang Ming, experi- the mainland was to 
enced in fighting drug influence public opinion 
trafficking on the south- against Taiwan’s Presi- 
ern island of Hainan. dent Chen Shui-bian. 


HONG KONG CENTRAL ASIA 


Two mainland legal A six-nation Central Asian 
experts ruled out popular security group led by 
elections for Hong Kong’s China and Russia opened 
chief executive in 2007, a permanent headquar- 
saying these might be ters in Beijing to oversee 
possible by 2030 or its fight against Islamic 
2040. The two said they extremism. The Shanghai 
did not represent Beijing, | Cooperation Organization 
but were widely taken in has held anti-terrorism 
Hong Kong to reflect 
official thinking on 
demands for full democ- 
racy. Critics said the 
Basic Law—Hong Kong’s 
mini-constitution—clearly 
laid out what could be 
done, so the experts’ 
views were unnecessary. 





Shares of Hong Kong 
retailers rose after 
mainland Chinese were 
allowed from January 18 
to make purchases in the exercises and includes 
former British colony Kazakhstan, Kirgyzstan, 
using renminbi-denomi- Tajikistan and Uzbekistan. 


nated credit cards. Ra ; 
GGO Pharmaceuticals giant 


Mainland China launched Roche said it would open 
a public-relations offen- the first research and 

~ sive against Taiwan (see development centre in 
related article on page China operated by a 

24), parading alleged global drug maker later 
spies before foreign this year at Zhangjiang 
journalists in four Hi-Tech Park in Shanghai. 
provinces to confess to The R&D centre will 

their crimes and express initially employ 40 
sorrow. Authorities chemists who will focus 
denied that the wave of on devising new drugs. 


Reuters 


NEW HQ: Foreign ministers in Beijing 








TEARS: An accused spy for Taiwan answers questions 
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BUSINESS DIGEST 





CHINA WANTS ROLE IN HI-TECH TRACKING 
In a move that may unsettle major foreign investors, China opened 
another front in its campaign to set global technology standards by 
trying to influence inventory-tracking technology. The government 
announced the formation of an interagency group to draft standards 
for the tracking technology, known as radio-frequency identification 
(RFID). The technology allows retailers and suppliers to track shipping 
containers and pallets as they make their way around the world. 
Beijing was spurred into action by calls from international retailers 
Wal-Mart Stores of the United States and Metro Group of Germany 
to begin applying RFID to goods exported from China, possibly 
requiring huge outlays by Chinese manufacturers. 


BANK TAKES HONG KONG ROAD TO CHINA 

London-based Standard Chartered said it would seek to incorporate 
its business in Hong Kong to gain an advantage in China. “Hong Kong 
is our largest market and greater China is at the heart of our growth 
strategy,” the bank’s chairman, Bryan Sanderson, said. By incor- 
porating in Hong Kong rather than operating a branch, Standard 
Chartered would qualify for benefits given to banks in the city under 
last year’s Closer Economic Partnership Arrangement—a package 
of business concessions China’s government made to Hong Kong. 
The biggest short-term benefit will be Hong Kong’s lower tax regime. 


COMPLAINTS CHANGE DRAFT CAR POLICY 
Following an outcry by foreign car makers over drafts of a policy 
to force them to provide more technology transfers to local partners, 
the government is revising it in favour of industry consolidation rather 
than protecting local firms. The latest version, expected to be 
adopted after the Lunar New Year holiday, appears more intent on 
promoting an industry shake-out as a counter to the recent rush 
by local investors to set up their own car plants to grab a slice of the 
car market. The most contentious section of the old draft—a target 
of having half of all vehicles sold in China by 2010 produced by local 
companies with full ownership of the intellectual-property rights— 
was dropped. In its place, the emphasis has shifted to environmental 
protection, fuel efficiency and better sales-and-marketing 
infrastructure, along with a stronger focus on industry consolidation. 
But foreign car makers didn’t have it all their own way. A 50% limit 
on foreign ownership of car-assembly joint ventures remains 
unchanged, though this won’t apply to foreign car makers aiming to 
set up joint ventures mainly to export vehicles. 


NEW GROUP FOR SUSTAINABLE GROWTH > 

A new industry group was launched in Beijing in a bid to allow 
local firms to tap foreign expertise to achieve sustainable develop- 
ment amid widespread concerns that China’s breakneck economic 
expansion is placing increasing stress on world resources. The China 
Business Council for Sustainable Development marked its launch 
with the signing of a memorandum of understanding between 
its local sponsor, the China Enterprise Confederation, and the 
Switzerland-based World Business Council for Sustainable Develop- 
ment, a coalition of 170 international companies. 


Elsewhere in the Review: 


China’s Economy Prepares for a Soft Landing (page 41) 





A Path to the Past: A Journey to Find a Birthplace (page 54) 
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Cross-STRAIT TENSIONS 


Chen Launches 
His Missile Vote 


Tough-talking President Chen Shui-bian has adopted the threat of 


batteries of missiles on the mainland as his cause for a referendum. It 


may be an election ploy, but the longer-term missile build-up is real 


WITH HIS TRADEMARK white wind- 
breaker zipped up high against the win- 
ter chill, it didn't take Taiwan's President 
Chen Shui-bian long to warm to his 
favourite electioneering issue. In a pas- 
sionate speech at the opening of his Taipei 
campaign headquarters on January 17, 
Chen told his Democratic Progressive 
Party supporters that he was a man of 
peace who had steadfastly avoided antag- 
onizing the mainland. However, through- 
out his first term as president, Beijing had 
deployed more missiles aimed at the 
island and was boosting its forces in readi- 
ness for an attack. 

“China’s purpose is patently obvious,” 
Chen said. “That is, they aim to change 
the status quo across the Taiwan Strait 
through undemocratic and nonpeaceful 
means rather than working with us to 





By David Lague/TAIPE! 


maintain stability in the region.” 

Chen's determination to press ahead 
with a referendum on the military threat 
from the mainland at the same time as 
the presidential election on March 20 
means that about 500 People’s Libera- 
tion Army (PLA) ballistic missiles 
arrayed against Taiwan are a key election 
issue. Of course, the danger of conflict 
with the mainland always looms over 
Taiwan's fledgling democratic politics. 
But this time, local political observers say 
Chen is banking on his head-on protest 
over China’s missiles to give him an edge 
in what is widely expected to be an 
extremely close fight against Kuom- 
intang (KMT) chief Lien Chan and his 
running mate People First Party leader 
James Soong. 

When he announced last year that he 
intended to hold a referendum in March, 
Chen said he would call on voters to 
demand that China withdraw its missiles. 
But he finally backed away from this 
wording after a rare rebuke from Presi- 
dent George W. Bush on December 9 
during a visit by Chinese Premier Wen 
Jiabao to Washington. A Taiwan govern- 
ment statement issued on January 16 said 
that the first of two questions to be put to 
the electorate will be: “The people of Tai- 
wan demand that the Taiwan Strait issue 
be resolved through peaceful means. 
Should mainland China refuse to with- 
draw the missiles it has targeted at Tai- 





wan and to openly renounce the use of 
force against us, would you agree that 
the government should acquire more 
advanced anti-missile weapons to 
strengthen Taiwan's self-defence capa- 
bilities?” This neatly also further placates 
the Americans by dangling the possi- 
bility that Taiwan will increase its buy- 
ing of arms from the United States. The 
second question asks voters to endorse 
a government bid to open talks with the 
mainland on a framework for “peace and 
stability” across the Taiwan Strait. 
Washingtons reaction to Chen's 
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change in wording indicated that he had 
succeeded in calming critics in the Bush 
administration who believed he was need- 
lessly provoking the mainland. U.S. Sec- 
retary of State Colin Powell told Hong 
Kong’s Phoenix TV on January 16 that 
Washington was studying the referendum 
questions. “But I think President Chen 
has shown a little flexibility in the way 
those two questions have been worded,” 
he added. 

And, as if to balance Washington's ear- 
lier sharp criticism of Chen, the chairman 
of the Joint Chiefs of Staff, Gen. Richard 
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Myers, pointedly reminded the Chinese 
leadership that it was a major contributor 
to the tension over Taiwan. “In fact, if you 
look at the build-up on the mainland side 
of the strait in terms of surface-to-surface 
missiles, you would see a very large build- 
up,” Myers said on January 15 on a visit to 
Beijing. Myers also confirmed that in 
his December talks in Washington with 
Wen, Bush made it clear that the United 
States would resist any attempt by China 
to use coercion against Taiwan. 

The U.S. may appear grudgingly sat- 
isfied with the rewording, but it doesn't 





change the overall fact that Washing- 
ton wants to avoid friction with Beijing 
over Taiwan. This becomes even more 
essential in Washington’s view when 
U.S. forces are heavily engaged in Iraq 
and at a time when China is thought to 
be playing a constructive role in U.S. 
efforts to rein in North Korea’s nuclear- 
weapons programme. Nor is there any 
sign that Beijing is going to compromise 
on Taiwan. Despite some hopes that the 
new leadership under President Hu Jin- 
tao might be more flexible on Taiwan 
than its predecessors, analysts in >> 
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Beijing believe that Hu and Wen sim- 
ply can't afford to appear to be weak on 
such a key issue. 

Chers enthusiasm for the referen- 
dum is seen on the mainland as yet 
another step in a steady move toward 
independence over the course of his pres- 
idency. To make matters worse for Beijing, 
Chen has said he wants to hold another 
referendum by the end of 2006 on rewrit- 
ing the island’s constitution. The consti- 
tution was adopted on the mainland in 
1946—three years before communist 
armies forced the KMT to retreat to Tai- 
wan. Supporters of a new version say it 
would remove structural log-jams in an 
unwieldy system of government. But Bei- 
jing fears a new constitution would form 
a platform for the island to eventually 
claim it is a sovereign nation. 

The mainland certainly gave no sign 
of being mollified by Chen's rewording. 
The official China Daily warned on Jan- 
uary 19 that Chen's referendum plan 
threatened “heightened tension and even 
a crisis.” The paper quoted Fujian-based 
Taiwan specialist Wu Nengyuan, who 
described the referendum as “a virtual 
vote on reunification versus independ- 
ence.” Premier Wen vowed on November 
21 that China would pay “any price to safe- 
guard the unity of the motherland.” Warn- 
ing that Chen had pushed Taiwan to the 
“abyss of war” with his independence 





PLAY TO THE CROWD: President Chen Shui-bian and Vice-President Annette Lu on January 17 
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drive, PLA officers quoted in the official 
mainland press in December said this 
price would include a boycott of the 2008 
Olympic Games, a drop in foreign invest- 
ment, an economic downturn and mili- 
tary casualties. 

While Chen's electoral tactics appear 
self-serving and dangerous to some in 
Washington, they cannot obscure the fact 
that China’s missile build-up and the 


Most analysts agree that China’s short- 
range ballistic missiles (SRBMs) are the 
spearhead to coerce Taiwan politically in 
the short term and gain a decisive mili- 
tary advantage over the coming decades. 
In its annual report to the U.S. Congress 
in July last year, the Pentagon said the PLA 
had about 450 SRBMs with 75 additional 
missiles expected to be deployed each year 
for the “next few years.” All of China’s 


“PLA ballistic and land-attack cruise missiles 
would attempt to paralyze Taiwan’s command- 


33 
and-control system 


PLA’s associated modernization drive 
pose a serious challenge to the U.S. role 
as the security guarantor in North Asia. 
After almost two decades of increasing 
defence spending, funded by the eco- 
nomic boom on the mainland, the bal- 
ance of power across the strait is swing- 
ing heavily in Beijing’s favour. Experts 
estimate China’s annual defence spend- 
ing at about $65 billion, compared with 
$8 billion for Taiwan. Fears in Washing- 
ton that Taiwan may fall too far behind the 
mainland have led to pressure on Taipei 
to spend more on weapons and upgrade 
its defences against a missile attack (see 
article on page 27). 


2 
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CHINESE MILITARY POWER, May 2003 


known SRBMs are based in the Nanjing 
military region opposite Taiwan. “The 
accuracy and lethality of this force are also 
increasing,” the report said. 

Ina move that opponents claimed was 
a leak of military secrets, Chen announced 
on December 2 that China had 496 bal- 
listic missiles at bases within 600 kilo- 
metres of Taiwan. He told an election rally 
that the PLA had 96 missiles each at Lep- 
ing and Ganxian in Jiangxi province and 
at Meizhou in Guangdong province. In 
Fujian, 144 missiles were based at Yongan 
and 64 at Xianyou. The information 
apparently came from U.S. satellite sur- 
veillance of the mainland. Countering crit- 
ics who said that such intelligence should 
not have been made public, a spokesman 
for Chen said that such deployments were 
mainland China’s secrets, not Taiwan's. 

The backbone of the PLA’s missile “ 
forces opposite Taiwan are the Dongfeng- 
11 and Dongfeng-15 SRBMs. They are 
expected to be augmented in coming 
years with conventionally armed Dong- 
feng-21/25 medium-range ballistic mis- 
siles. China is also expected to develop 
cruise missiles for land attack to boost its 
ability to strike Taiwan. The DF-11 has a 
range of 300 kilometres and the DF-15 
can reach up to 600 kilometres. Analysts 
say an increasing number of the PLA’s 
missiles have sophisticated and accurate 
guidance systems, some based on West- 
ern technology. 

When this growing PLA muscle is 
combined with Taiwan's deep economic 
integration with the mainland, it is clear 
that China’s leverage over the island is 
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BRACING TO BEAT A MISSILE STRIKE, WHILE SPENDING LESS 


China’s adding missiles opposite Taiwan is a key factor in 
tilting the balance of power across the Taiwan Strait in 
favour of the mainland. In its report to the United States 
Congress last year, the Pentagon said that Taiwan’s 
defences against attack from People’s Liberation Army (PLA) 
missiles were “negligible.” This, along with other shortcom- 
ings in the island’s military preparedness, helps to explain 
why Washington is putting considerable pressure on Taipei 
to boost its military spending. 

Taiwan’s military leaders have said that buying Lockheed 
Martin’s Patriot Advanced Capability-3 (PAC-3) anti-missile 


tems and communications centres as top priorities. 

Since the final years of the Clinton administration, U.S. 
military advisers have worked closely with Taiwan’s military 
to ensure that key military targets can still function after 
both missile and air attacks. Some analysts suggest that 
Taiwan should also gear up its civil-defence measures with 
the emphasis on bomb shelters and emergency procedures 
in a bid to minimize the mainland’s capacity to use missiles 
as weapons of terror against civilian centres. 

The military is also being urged to develop a pre-emptive 
missile-attack force to allow the island to strike at key 


system is a top priority. 
Taiwan already fields an 
earlier version of this sys- 
tem, but it is thought to be 
unable to cope with an 
attack from the mainland’s 
extensive missile force. 
Senior military officials have 
said that funds for the PAC-3 
will be included in a special 
defence budget to be issued 
in 2005. The military is also 
under pressure from the U.S. 
to add new radar and sig- 
nals-interception technology 
to give Taipei earlier warning 


of any attack launched by the mainland. 

The big problem for military planners in Taiwan is 
that even the most advanced missile-defence systems 
may be overwhelmed in a massive bombardment. That 
means military targets need to be “hardened” to survive 
an initial strike. Senior U.S. and Taiwan officials say that 
this work is under way in Taiwan with air-defence sys- 


increasing by the day. Taiwan said on 
January 19 that Taiwanese investment 
in China rose 19% in 2003 to $4.59 bil- 
lion. Some military experts argue that 
China may have the capability within a 
decade or so either to threaten or even 
launch a sudden strike in a bid to force 
Taipei to negotiate on reunification 
before U.S. forces can intervene. Even 
if the island can hold out until U.S. sup- 
port arrives, the PLA may by then have 
the firepower to make intervention very 
costly, they add. 

An independent report on China’s 
military power sponsored by the New 
York-based Council on Foreign Relations 
and published in May 2003 noted that 
current Chinese policy was to avoid con- 
frontation over Taiwan if at all possible. It 
said the PLA was lagging at least two 
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HOME-MADE: A Taiwan-made missile is loaded on to a fighter 


targets on the mainland. A 
report prepared for Presi- 
dent Chen Shui-bian’s ruling 
Democratic Progressive 
Party in December called on 
the military to develop such 
a capability to deter a main- 
land attack. 

But the steady slide in 
the island’s military outlays 
in recent years suggests that 
overall a different approach 
is guiding Taipei’s policies. It 
appears that the Chen 
administration believes that 
its key defensive asset 
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remains the supreme military might of the U.S. 


decades behind the U.S. in terms of mil- 
itary technology and capabilities. 

But it added that the PLA appeared 
to be developing a joint aerospace cam- 
paign for possible conflict with Taiwan. 
This could involve a barrage of SRBMs on 
key economic and infrastructure targets 
followed by air strikes. In this type of 
campaign, missiles could be used to attack 
air and naval bases along with commu- 
nication centres. “PLA conventional bal- 
listic and land-attack cruise missiles 
would attempt to paralyze Taiwan's com- 
mand-and-control system by cutting off 
military forces in the field from the civil- 
ian and military leadership in Taipei,” said 
the report, Chinese Military Power. 

Most analysts agree that China cur- 
rently wants to avoid war over Taiwan, par- 
ticularly if the U.S. was to become in- 


Most analysts are confident that the U.S. is decades 
ahead of the PLA in technology and firepower. In addition, 
the Bush administration has made it clear it will protect 
Taiwan if the mainland launches an unprovoked attack. If 
that stays the case, appearing vulnerable may not be such a 
bad thing in Taipei’s view. 


David Lague 





volved. They also note that though the 
number of PLA missiles deployed appears 
threatening, these would soon be ex- 
hausted if Beijing wanted to hit a broad 
range of targets in a major barrage. If Tai- 
wan had the political and military will to 
weather an attack like this, Beijing could 
still be faced with a tough fight to seize 
the island. 

In the meantime, it will be uncer- 
tain until March whether campaigning 
on the missile threat will win Chen a sec- 
ond term. What is sure, however, is that 
whoever prevails at the polls faces a 
daunting security challenge in the years 
ahead. Without serious economic or 
political disruption on the mainland, 
China’s build-up will progress as the PLA 
seeks to put the result of any conflict over 
Taiwan beyond doubt. = 
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UNEMPLOYMENT 


Victims of 


Efficiency 


In South Korea, millions of 20-somethings are out of work, thanks mainly to more use of 
technology, outsourcing and a weak economy. The government and universities are attempting 
to address the problem—but for many the future is not bright 


By Kim Jung Min/SEOUL 





LEE IN SEOK has been trying to find work 
since graduating almost a year ago. The 
26-year-old has applied for over 100 
jobs—all to no avail. Last month, to help 
his job search, he left his Pusan home 
and moved in with his aunt, who lives 
near the capital, Seoul. “I’m desperate 
for a job,” he says. 

He’s not alone. South Korea is home 
to a growing number of out-of-work 20- 
somethings. A weak economy, the allure 
of cheap outsourcing offshore and the 
embrace of technology are all contributing 
to the fact that there aren't enough jobs to 
go around. Now there are millions of 
unemployed young people, called the 
Kangaroo Tribe because they lack the 
economic independence to leave the 
protective pouch of their families. 

The LG Economic Research Institute 


THIS COULD BE 
THE ONE: A young 
Korean job-seeker 

hopes for a 
change of luck 





estimates that about 5 million South Kore- 
ans aged between 20 and 34 are either out 
of work, or underemployed, and eco- 
nomically dependent on their parents. 

Unemployment among Koreans 
aged 15-29 reached 8.6% in Decem- 
ber—that’s more than twice the overall 
jobless rate of 3.6%. Graduates have 
fared the worst. Last year, six out of 10 
higher-education graduates failed to 
land jobs. Even law graduates, tradition- 
ally the most sought-after by Korean com- 
panies, are having trouble: Nearly two- 
thirds have been unable to find work. 
“Society will pay a high price if we fail 
to deal with this problem properly,” says 
Jeong Byeong Sun, a research fellow at 
the Seoul Development Institute. 

Alarmed by the trend, the govern- 
ment is seeking solutions. Admitting 
there is no quick fix to the problem, it has 
pledged this year to increase spending on 
schemes aimed to help get young people 
into the workforce. 

The surge in youth unemployment is 
the result of two trends. The first is demo- 
graphic: Children of Korea’s “second 
baby boom’—the progeny of the first 
baby boomers born after the 1950-53 
Korean War, are reaching adulthood 
and pouring into the job market. The 
second is economic: Since the Asian 
financial crisis of the late 1990s, Korean 
companies have become more focused 
on profits, paring back workforces, rely- 
ing increasingly on temporary employees 
and people with more experience and 
skills. They've also turned to technology 
for labour-intensive tasks and begun 
outsourcing services and production 
to cheap locations in Southeast Asia 
and China. 

Add to that a cyclical downturn in the 
Korean economy—which resulted in a 
six-month recession last year—and the 
job outlook for young people is dire. 
When Lee applied for one of 50 vacancies 
at a small local food company in Decem- 
ber, he discovered he was up against 
4,500 other applicants. “I didn't even get 
an interview,” he says. 

Like Lee, Song Kyoung Min has also 
struggled to find work since leaving uni- 
versity two years ago. The 26-year-old 
computer-engineering graduate, who 
lives with his parents, has been hopping 
from one part-time job to another and 
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TOO LITTLE 
TOO LATE? 


Increasingly, Korean 
companies are: 


* Adopting technology 
e Outsourcing offshore 


e Using experienced or 
temporary labour 


That means: 


e Young people are out of 
work 


e Spiralling crime, debt 
and depression 


To help, there’s: 


e Increased spending on 
job schemes 


e Vocational training at 
universities 


surviving with the help of a small 
allowance from his parents. “The gov- 
ernment isn't doing enough. It doesn't 
seem to realize the extent of this prob- 
lem,” he says. 

Song, however, has channelled his 
frustration into action, creating an on-line 
support group for other unemployed 20- 
somethings. Visitors to his Web site 
(www.baegsoo.com) trade tips about job- 
hunting and how to prevent depression. 
Since June 2002, more than 4,000 have 
signed up as members. Once a month, 
they get together to share a meal and 
discuss their experiences. 

Labour experts say that while the over- 
all jobless rate is likely to fall when the 
economy improves and companies start 
replenishing staff, it will not necessarily 
translate into more jobs for younger 
workers. Korea’s growth rate is likely to 
be slower, on average, in the future as the 
economy matures, the central bank says. 
And rising wages have encourage ion 
Korean companies to move 
lines and research- dhd- om \ 
facilities offshore. Pad AUPORE 
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affair with technology. In the retail indus- 
try alone, technology is taking the place of 
tens of thousands of young job-seekers. 
Take Lotte Department Store, for example, 
which has just built a counter system that 
replaces sales staff with personal digital 
assistants. It’s planning to introduce the 
automated system in its 20 stores nation- 
wide. The company expects the system to 
reduce the number of sales people, mostly 
in their 20s, by 70%. 

There have also been shifts in the 
labour market that disadvantage the 
young. Lee Sang Woo, a research fellow at 
Samsung Economic Research Institute, 
recalls the go-go years of the early 1990s, 
when Korean conglomerates ran yearly 
mass-recruitment drives, hiring thousands 
of new university graduates and training 
them. That worked well when the econ- 
omy was enjoying seemingly boundless 
growth. Now, companies are paying more 
attention to profits, creating demand for 
temporary workers and those with work 
experience and job skills. 

A recent survey by the Ministry of 
Labour found fresh college graduates 
accounted for only 18.2% of all recruits in 
2002, compared to 59.3% in 1997. 

The government has drawn up plans 
in an effort to provide more opportunities 
for young job seekers. This year, it will 
spend 517 billion won ($434 million)—up 
from 362 billion won last year—on 


ON-LINE RECRUITERS 


YOUNG AND DESPERATE 
Unemployment among young 
Koreans is leading to a spiral 
of debt and despair 
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E Overall jobless rate in South Korea 


WB Unemployment rate among the 15-29 
age group 


subsidies to companies that hire jobless 
youngsters, vocational programmes and 
public-sector job-creation efforts. 

The job-creation programmes last 
between six months and a year. They are 
designed to give young people a chance to 
improve their job skills and gain experi- 
ence in the private and public sectors. 
This year, government ministries will 
offer 142,000 places in their own job- 
creation programmes. 


MOVE OFF-LINE 


For many companies in South Korea, the Internet has been the first port 
of call in recent years when looking to hire new staff. That’s led to a 
proliferation of on-line recruitment sites aiming to match job-seekers with 


prospective employers. 


Among some 300 Web sites operating nationwide, Scout (www.scout.co.kr) 
is one of the top on-line recruiters. The company charges employers 100,000- 
2 million won ($84-$ 1,680) to post advertisements on its site. Job-seekers, 
meanwhile, can tailor their resumes on-line and send their applications for 


free with a click of the mouse. 


“On-line recruiting has been popular among employers at small and 
medium-sized enterprises, which need to fill temporary postings immediately,” 


says Shin Kil Ja, a Scout spokeswoman. 


Scout has 80,000 corporate clients, about 10% of which are multinational 
companies operating in Korea, and a pool of 1.7 million job seekers. Annual 
sales reached 6 billion won last year and are expected to reach around 10 billion 
won this year. Because of low overheads, most of that translates into profits. 

But you can’t always trust the Net. Shin says some clients have complained 
about unsuitable, unqualified on-line applicants, so Scout has recently expanded 


its off-line recruitment services. 


“Many personnel managers still prefer traditional recruiting methods 


because on-line recruiting lacks a personal touch,” Shin says. 


Kim Jung Min 


But, says Noh Kil Joon, deputy direc- 
tor of the employment policy office at 
the Ministry of Labour, “there’s no quick 
panacea for the problem.” The ministry 
is aiming to stabilize the youth unem- 
ployment rate at around 5% over the next 
four years. 

Just how helpful the work pro- 
grammes will be is a big question. “Pour- 
ing money into youth unemployment pro- 
grammes won't fix the problem. It needs 
a long-term strategy,” says Choi Young 
Sub, a research fellow at the Korea Insti- 
tute for Industrial Economics and Trade. 

Business leaders complain that uni- 
versities have failed to foster the kind of 
competitive manpower they need. “Despite 
the high unemployment rate, we have a 
hard time recruiting qualified employees,” 
says Oh Sang Soo, president of Mando 
Corp., a Korean car-component maker. 

He says universities need to focus on 
the demands of the labour market. A 
survey of engineering graduates who 
joined Mando between 2001 and 2003 
found that 90% felt they needed more 
training before starting their jobs. 

Industry groups like the Korea 
Chamber of Commerce and Industry are 
also calling for changes to the country’s 
rigid higher-education system, saying 
it should include more practical training. 
Some universities are trying to adapt. 
The elite Seoul National University, 
whose graduates were once snapped up, 
is now offering its students training 
courses and lectures from business lead- 
ers, start-ups and headhunting firms to 
help enhance their job-search skills and . 
interview techniques. 

But for some, these efforts haven't 
come soon enough. Unemployment is 
already taking its toll on Korea’s young. 
After applying for numerous jobs with 
no success, many feel a sense of despair 
and often give up hope of ever landing a 
decent job. Social workers say some turn 
to crime or become suicidal. 

Others are mired in debt. The num- 
ber of loan defaulters in their 20s and 
30s reached 1.8 million at the end of 
November, accounting for nearly 80% 
of the total. 

It’s a vicious circle, says Lee of the 
Samsung Economic Research Institute: 
“The longer they have been out of work, 
the harder it is to get a job.” = 
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Bowled Over 
By Beef Ban 


What to do when your key product is outlawed? 
A Japanese beef-bowl chain plans to keep using 
U.S. beef—at least for now 


By Ichiko Fuyuno/Tokyo 
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FAVOURITE: Yoshinoya contemplates a future without beef bowls 


THE DISCOVERY OF mad cow disease in a cow in the United 
States last month made Japan’s Yoshinoya D&C restaurant 
chain shudder. It serves almost nothing but beef bowls—steam- 
ing shreds of American beef over a bowl of rice. Suddenly, 
the safety of its most important ingredient was in question. 
What’s more, the Japanese government quickly banned 
imports of U.S. beef, cutting off Yoshinoya’s beef supply. “This 
is the worst of worst-case scenarios,” said Yoshinoya’s presi- 
dent, Shuji Abe, at a December 30 press conference. 

What to do? Yoshinoya took quick action and adopted an 
unflinching attitude that surprised many in Japan. The com- 
pany publicized the fact that it used U.S. beef, but gave a 
detailed explanation of the precautions it took to ensure its 
beef was safe. It then declared its commitment to using Amer- 
ican beef as long as supplies in its freezers lasted—probably 
another few weeks. Beef from anywhere else just didn't taste 
as good in a beef bowl, company executives said. So it will stop 
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serving beef bowls altogether if the import ban continues, 
even if that causes business to suffer. 

If the company compromised by using non-American beef, 
“we would just end up damaging our brand,” says Hisashi 
Ikegami, Yoshinoya’s managing director. Grain-fed cows from 
the U.S. produce beef that’s nicely marbled and goes well with 
the restaurant’s special sauce, made from soy sauce, ginger 
and other ingredients, the company says. The company claims 
beef from Australia’s grass-fed cows turns an unappetizing yel- 
lowish colour when marinated in its sauce. 

Mad cow disease, officially known as bovine spongiform 
encephalopathy or BSE, has dealt a big blow to Japan's food 
industry, which imported $900 million worth of beef from 
the U.S. in 2002. A form of the disease is believed to spread 
to humans who eat BSE-infected beef. 

Some Japanese supermarkets have taken American beef off 
the shelves, replacing it with Australian beef. Others resorted 
to trickery: A supermarket in southern Japan, fretting that the 
BSE discovery would discourage consumers from buying Amer- 
ican beef, relabelled its U.S. beef as Japanese. 

Public-relations experts applaud Yoshinoya’s move. “Its 
business is damaged, but its corporate image remains 
untainted,” says Shinichi Tanaka, president of Fleishman- 
Hillard Japan. 


LATEST IN A STRING OF CRISES 

Indeed, Yoshinoya’s customers are continuing to pack its 
restaurants for a quick beef bowl, which costs ¥280 ($2.60.) 
Some are even going to restaurants for one last beef bowl 
before the company’s U.S. beef supply runs out. 

“They are making great efforts” to explain why their beef 
is safe, says Koichi Ishida, a Go-year-old jewellery dealer, emerg- 
ing from a crowded Yoshinoya outlet in Tokyo recently. 

Yoshinoya is no stranger to crisis management. The 105- 
year-old company faced its biggest challenge in 1980. Its 
debt was soaring as it expanded too rapidly, then a hike in 
U.S. beef prices caused sales to tumble, and the company 
filed for bankruptcy. 

It managed to revive itself. Then came a mad cow dis- , 
ease outbreak in Japan in 2001, which led to a 40% decline 
in customers. Yoshinoya lauded the fact that it used Amer- 
ican, not Japanese, beef, and sales recovered. For the 12 
months to the end of February 2003, Yoshinoya’s net profit 
jumped 91% from the previous year to ¥8.6 billion ($81 mil- 
lion). It now operates more than 98o restaurants in Japan 
and 220 overseas. 

After last month’s BSE announcement, Yoshinoya says the 
number of customers declined only slightly, partly because it 
shortened its operating hours in an effort to stretch out its U.S. 
beef supply. It’s not clear how long the import ban will con- 
tinue—the Japanese government is now asking the U.S. to 
implement stricter testing standards on its cattle. 

For now, Yoshinoya is trying to entice consumers by adding 
fish, chicken and pork bowls to its menu. Still, such efforts 
may not be enough to lure hard-core fans like Kenichi Nezu, 
a 32-year-old Internet-company employee. “Yoshinoya without 
beef bowls is not my image of the restaurant,” he says. = 
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I Just Can’t Get Enough 


Hungry for information? Want it at your fingertips, constantly? Here are some 
easy-to-install toolbars and software to satisfy your craving 


I bet you ask this all the time: Whatever happened 
to the Active Desktop? 

Once upon a time, there was an idea to turn 
your computer screen into a bubbling, flickering, 
shimmering array of information, all of it updated 
in real time, where every snippet of information 
you ever needed was within reach of your mouse. 
It was from Microsoft, it was called Active Desk- 
top and I remember being very, very excited about 
the concept at the time. Wouldn't it be great, I 
remember thinking, to have all that stuff—stock 
quotes, airline schedules, sports results, your bank 
balance—easily visible in little separate boxes 
on your screen? 

Sadly, Active Desktop is just a shadow of itself, 
with very few options. Microsoft tells me that while 
Active Desktop has not been updated, “support 
for much of the functionality still exists in Windows 
XP.” (Open the Control Panel, go to Display, click 
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on Desktop, then the Customize button, then Web. Got it?) Still, , 
the idea of easily accessible information remains a good one. I find 
it silly that we can't get stuff when we need it without firing up big 
programs, opening up big windows, and then doing lots of awk- 
ward key- and mouse-strokes to get that data from one program 
to another. 

But this is not another rant. There are some folk working on 
this, and I’m keeping my fingers crossed that this year may see 
data get smaller and more agile. First off, there are some tool- 
bars around that mean you don't have to open a browser. My 
favourite is Google’s Deskbar (http://toolbar.google.com/deskbar), 
which will dock at the bottom of your Windows screen. 

From there you can search Google, a thesaurus, stock quotes, 
and Google offshoots like Froogle, the shopping channel of search 
engines. There's another free toolbar you might like to try out: Coper- 
nic Meta, from www.copernic.com/en/products/meta, which sits on 
the same bench as Deskbar and does the same, but adds extra search 
options. A more home-made, but no less excellent, option among 
the toolbars is GGSearch (wwwfrysianfools.com/ggsearch) which can 
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sit anywhere on your screen and lets you access not only Google's 
main features but also some of its more specialized searches. 

These tools have other features to speed things up: For exam- 
ple, hitting Control, Alt and G, whatever program youre in, will 
take you straight to the Google toolbar, which saves a step. Also, you 
can elect to have your search results appear in what Google calls 
a mini-viewer, saving you desktop real estate. Another toolbar which 
uses the same trick is GuruNet’s TopicBar (wwwgurunet.com), which 
appears as a little green button in the side of your screen. GuruNet 
works as a kind of on-line dictionary, thesaurus and encyclopaedia, 
allowing you to quickly look up terms and dates and whatnot. 
GuruNet comes in a free, ad-supported version or, for a $30 fee, 
you can get access to the full reference library. Another trick I like 
is the way you can access some other on-line libraries, such as Ques- 
tia, via GuruNet (though I’d prefer not to have to sign in each time, 
and would love even more if access to those libraries was part of the 
annual GuruNet fee). 

There must be money in this because Microsoft is not far 
behind. The latest version of Office includes something called a 
Research Pane. Hit Alt and click on a word, and a window appears 
in the right-hand side of your screen, offering you several choices 
of where you might want to look up the word, including some sub- 
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scription services (one of which is Factiva, co-owned 
by Dow Jones, the publisher of this magazine). 
This all helps speed up research and cut down 
on time wasted opening other programs. But they’re 
all just fancy ways of doing text searches. What 
about grabbing data and getting it to your desktop 
in a form you can really use? A guy called Mikel 
Maron, who used to work at Yahoo!, has been play- 
ing around with data from MyYahoo, the person- 
alized Web pages Yahoo members can create. He 
found a way to turn them into RSS (Really Sim- 
ple Syndication) feeds, meaning that users could 
get weather reports, sports scores and personalized 
news sent to their desktops via RSS. (Yahoo says 
it is experimenting with the same idea.) Meanwhile, 
Canadian software company Serence has intro- 
duced into its collection of little desktop widgets 
called Klips (www.klips.com) some feeds that include 
personalized data such as the fate of your UPS ship- 
ment, or foreign-exchange quotes. It’s not exactly a 
shimmering array, but it’s progress. = 
More stuff at http://loosewireblog.com 


Quite a few readers seemed to get a 
kick out of the column on outliners 
[At Last, Some Order, Jan. 22, 
2004], the programs that allow you 
to store bundles of information, 
whether it’s recipes or enriched- 
uranium test results, in a hierarchi- 
cal format known as trees. 

My recommendation of Mylnfo 
(www.milenix.com) led to some 
serious downloading from the site 
in question, according to the soft- 
ware developer, which is a sign that 
some of you are into trying out new 
stuff. That’s encouraging. Some 
readers offered other suggestions: 
“Great column for the software- 
techno junkies amongst us,” was 
the view of Graeme McKimmie from 
New South Wales. McKimmie, 
however, prefers Info-Select 
(www.miclog.com), which he says 
has a “brilliant quick search and 
features to make life as simple or 
complicated as you want.” 


January 29, 2004 


| have to say that while | agree it’s 
got an impressive array of features, | 
ended up losing patience with it, and 
found it wasn’t as aesthetically 
pleasing as | like a program to be. 
Anyway, that’s the great thing about 
outliners: You find the one you’re 
comfortable with. 

Several readers suggested 
different approaches to organizing 
stuff, in particular The Brain 
(www.thebrain.com), software that 
organizes thoughts, links or what- 
ever as a network not unlike your, 
erm, brain. 

Frederic Bonnet, in Japan, writes 
it’s “a very interesting way of organiz- 
ing information, not as a tree shape 
but more by association.” Reader 
Hugh Smith has also played around 
with The Brain but, like me, found it 
somewhat rigid. 

Bonnet recommends a look at 
MindManager (www.mindjet.com), 
which organizes data in a mind 


map. (I prefer this one, but really | 
prefer creating my own on a piece 
of A4 paper, or, if I’m feeling eccen- 
tric and expansive, A3). There’s 
something about a pen and paper 
for those things that a computer 
just can’t mimic. 

Finally, there’s the minimalist 
approach. New Jersey-based Her- 
man Sebiri suggests the following: 
“How about just naming a page or 
two of Windows’ Notepad some- 
thing like ‘A-L Contacts’ and ‘M-Z 
Contacts’ and pasting them there. 
Of course you might have to alpha- 
betize the entries yourself but you 
could get the same result by using 
‘Edit/Find.’ Save a tree!” 

Good point, Herman, and | know 
plenty of people who do that. But my 
tuppence’ worth would be that the 
tree structure helps give you an 
overview of what you’ve got, and 
lends some order to what could 
otherwise become a bit chaotic. 
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OVERVIEW 


Feeling Good In 2004 


It’s almost 10 years since Asian economies felt 
this good. Exports are buoyant, consumer 
demand is up and growth is powering ahead. 
It looks as if it can last, but for how long? 
























By Tom Holland/Honc KONG 


IN ASIA THE GOOD TIMES are rolling again. 
Across the region, economies ignited in the 
second half of last year, fuelled by rapid 
growth in both the United States and China. 
For a part of the world buffeted by a long suc- 
cession of economic blows, from the 1997 
currency crisis to last year’s outbreak of 
Severe Acute Respiratory Syndrome, the 
upturn came not a moment too soon. 

Even better, the party is set to continue 
through 2004. With interest rates low, gov- 
ernments spending generously and little sign 
of incipient inflation, robust growth should be 
sustained well into the Year of the Monkey. 

True, there are some clouds on the hori- 
zon. Despite the promising outlook for 
growth, analysts continue to fret about huge 
imbalances in the global economy. Typically 
they point to the massive U.S. trade and 
budget deficits, and Asian governments’ pen- . 
chant for keeping their currencies artificially 

undervalued to boost exports. Neither can 
be kept up over the long term, they warn. 
The gloomier economists are 
also troubled by China’s rapid 
growth rates. They talk of an 
investment bubble, which if 
allowed to inflate further 
į could burst, threatening the 
whole region's economic pros- 

; ; pects for years to come. 
So ME Bees = yt The happy news is that these 
7 : 4 potential pitfalls lie sufficiently 
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enough to postpone their problems and 
enjoy the good times while they last. 

Underpinning Asia’s growth is the first 
synchronized global economic recovery in 
more than ro years. In the U.S., the low- 
est interest rates in four decades coupled 
with President George W. Bush's $370 bil- 
lion fiscal deficit drove GDP growth up 
to an annualized 7.2% in the third quarter 
of last year. 

Economists rightly question how sus- 
tainable that expansion is. But fiscal stim- 
ulus will continue to lift the economy 
through the first half of 2004. And with the 
U.S. Federal Reserve unlikely to raise inter- 
est rates until there is firm evidence that 
the recovery is creating new jobs, the U.S. 
should continue to grow at a fair clip until 
the presidential election in November. 

That’s great news for Asia’s exporters. 
For the last few years, the enormous 
appetite of U.S. shoppers for goods pro- 
duced in Asia’s factories has been the main 
factor keeping the region's economies 
afloat. “At the moment the U.S. is 
largely responsible for powering the 
global recovery,” says the International 
Monetary Fund’s chief economist, 
Raghuram Rajan. “We all owe some 
thanks to the U.S. consumer.” (See 
interview on page 38.) 

It’s true that America’s Jane and 
Joe Average have sunk themselves 
heavily into debt to maintain the pace 
of their purchases, but at present 
there are no signs of a consumer- 
credit crisis. With interest rates low, 
the debt-service burden of U.S. house- 

_ holds remains safely below its long- 
term average. 

On a larger scale, economists 
worry about the sheer size of the U.S. 
trade deficit, which pushed the coun- 
try’s current-account deficit out to an 
estimated $560 billion last year. More 
and more they are asking just how long 
the rest of the world will be prepared to 
finance such profligate spending. 

Not forever. Private capital flows into 
the U.S. have abated considerably over the 
past two years, and as a result the U.S. dol- 
lar has weakened nearly 25% on a trade- 
weighted basis. “The private sector is vot- 
ing against the dollar, there is no question 
about it,” declares Tony Norfield, global 
head of foreign-exchange strategy at ABN 
Amro bank in London. 
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But even as private investors have 
pulled back, Asia’s central banks have 
stepped into the breach. Rather than see 
their all-important export sectors undercut 
by rising currencies, Asia’s monetary 
authorities have embarked on the largest- 
ever price-support operation, buying hun- 
dreds of billions of dollars to prop up the 
U.S. currency. Most of that money has been 
invested in U.S. government bonds; essen- 
tially, Asia has lent America the money for 
its spending spree on Asian products. 

Japan and China have been in the fore- 
front of this intervention, with Japan buy- 
ing some $180 billion last year and China 
$120 billion. Between them they financed 
nearly three-quarters of America’s current- 
account deficit. Altogether, Asia’s central 
banks have now accumulated an unprece- 
dented $1.8 trillion in foreign reserves. 

The intervention is not going to stop 
any time soon; Japan recently sanctioned 
extra funds for buying foreign exchange. 


TAKING OFF 
The global Purchasing Managers’ Index 
hits it highest level in years 
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Even so, Tokyo will almost certainly fail to 
maintain the dollar at its current exchange 
rate of around ¥107.5, with many analysts 
predicting a fall to ¥100 soon. That will hurt 
Japan's exporters. But Stephen King, global 
head of research at banking giant HSBC in 
London, estimates that had it not been for 
Tokyo's repeated interventions, the U.S. cur- 
rency would now be trading somewhere 
between ¥80 and ¥85—a yen appreciation 
strong enough to halt Japan's nascent eco- 
nomic recovery in its tracks. 


Expect even less change in the value of 
China’s currency, the renminbi. In recent 
weeks international speculation about an 
overhaul of China’s exchange-rate regime 
has reached fever pitch. For the last five 
years China has kept its currency rock 
steady at an exchange rate of 8.28 ren- 
minbi to the dollar. Now, with Beijing 
facing allegations from the U.S. that it is 
artificially undervaluing its currency to 
gain an unfair trade advantage, pundits are 
variously predicting an imminent upward 
revaluation, a widening of the renminbi's 
permitted trading band or a switch toa 
“dirty float,” managed against a trade- 
weighted basket of currencies. 

Dont hold your breath. Beijing's over- 
riding priority will be to maintain finan- 
cial stability while attempting to cool and 
rebalance growth in the domestic economy. 
Some analysts expect a one-off revalua- 
tion to head-off consumer-price inflation 
at home. But what little inflation there is in 
China is the result of rising food prices 
following last year’s poor harvests, 
rather than an overheating economy. A 
revaluation makes little sense. 

A small band-widening would 
allow the renminbi to appreciate 
slightly, but would not solve the long- 
term inflexibility of the exchange-rate 
regime. More attractive would be a 
move to manage the renminbi against 
an undisclosed basket comprising the 
currencies of China’s main trading 
partners. That would allow a modest 
short-term appreciation against the dol- 
lar, say of between 1% and 3%, while 
allowing for far greater flexibility in 
managing the exchange rate in the 
future. “It’s the only credible exit strat- 
egy,” says independent Hong Kong- 
based economist Simon Ogus. 

Any move is likely to come later in 
the year rather than sooner. China’s 
first job will be to slow down its head- 
long economic growth to more sustainable 
levels. According to official data, China’s 
GDP grew by 9.1% in 2003. Many econ- 
omists believe the true rate to be far higher, 
however. “China is growing outrageously 
fast; far faster than is sustainable in the 
medium term,” says Jonathan Anderson, 
chief economist for Asia at Swiss bank 
UBS. He argues China’s GDP actually 
grew by around 11.5% last year. 

The authorities have already taken >> 
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steps to rein in that growth, which 
was propelled by a 27% increase in 
fixed-asset investment. Late last year 
regulators slapped restrictions on 
bank lending and credit growth is 
already declining. Economists are 
widely predicting a soft landing, with 
growth reverting to between 7% and 
8% in 2004. 

That's good news for China, but 
will have far-reaching consequences 
for the rest of the region. Last year, 
China emerged as a critical driver of 
Asian export growth, as its investment 
binge sucked in raw materials and cap- 110 
ital goods from across the region, as 
well as intermediate products destined 
for re-export. Chinese demand 
accounted for almost all of Taiwan's 
export growth in 2003 and up to half 
of Korea’s. Now with Chinese invest- 
ment slowing, so will export growth in 
neighbouring countries. 

As a result, the smaller Asian econ- 
omies are likely to continue their own pro- 
grammes of foreign-exchange interven- 
tion, keeping their currencies, and thus 
their export prices, competitive in inter- 
national markets. Intervention is not an 
exact science, and some regional currency 
appreciation is likely. But don't expect 
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WHY CHINA WILL SLOW 
Fixed investments as a percentage of real 
GDP have dropped since the bubble burst 
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omy, pushing up prices in local stock 
and property markets and spurring 
domestic consumer demand. 

This is creating an important feel- 
good factor as countries around the 
region from Korea to India head 
towards crucial elections this year. 
Incumbent governments are hardly 
likely to jeopardize that upbeat sen- 
timent, so for the time being, com- 
petitive currencies, plentiful liquidity 
and rising asset prices will remain the 
order of the day across Asia. 

This happy situation cannot last 


-.. forever, of course, but it can continue 


through most of 2004. In the short 
term, governments can head off over- 
heating by winding in their fiscal 
spending, but eventually, warns Bill 
Belchere, head of Asian research at 
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Asia’s minor floating currencies to rise by 
much more than 5% this year. 

That suits Asian governments. For the 
most part, when they buy dollars, they mop 
up the local currency they sell by borrow- 
ing money in their home markets. With 
interest rates low, this is cheap. Despite 
this so-called sterilization, however, some 
liquidity escapes into the domestic econ- 


JPMorgan Chase in Hong Kong, “if 
these currencies don't realign, growth 
is going to explode.” 

Even so, Belchere, like plenty of other 
economists and investors across Asia, is 
sanguine about the danger of overheating 
in the near term. “I’m not saying we cant 
build a bubble, but it’s so early in the cycle 
that there’s nothing to worry about right 
now,” he says. Next year, however, could be 
a different matter entirely. = 


INTERVIEW: RAGHURAM RAJAN 


Reason for 
Optimism 


IN A WIDE-RANGING interview with the Review, Raghu- 
ram Rajan, the International Monetary Fund’s new chief 
economist, talks to Tom Holland about his outlook for Asia, 
imbalances in the global economy and why the time is 
right for a new international accord to manage financial 
markets. Excerpts: 


FOR THE FIRST TIME IN YEARS, SENTIMENT AMONG 
BUSINESSPEOPLE AND ECONOMISTS IS OVERWHELMINGLY 
UPBEAT. DO YOU SHARE THE OPTIMISM? 

The recovery in the United States seems to be ongoing, fuelled 
by tremendous fiscal and monetary stimulus. There is recovery 
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in the electronics industry and recovery in Asia, fuelled by very 
strong growth in China, and strong growth in Thailand and 
India. And there is the possibility that Japan might finally have 
turned the corner. So there are good reasons for optimism, but 
whether this is unbridled optimism is another question. 


WHAT ARE YOUR GROWTH FORECASTS FOR THIS YEAR? 


We are compiling our spring estimates now, so it would be 
premature to give exact figures, but our estimate for global 
growth will not be south of 4%. For Asia, all our estimates 
across the board will typically be revised upwards. The outlook 
has improved considerably since September. 


GIVEN THE SIZE OF THE TWIN CURRENT-ACCOUNT AND FISCAL 
DEFICITS IN THE U.S., IS THE RECOVERY THERE SUSTAINABLE? 
There is a fair amount of fiscal stimulus still in the pipeline, 
so for the first half of the year there will be plenty of “oomph” 
in the U.S. economy. As far as the Fed is concerned, the 
thinking is that there is still a sizeable output gap, so the 
Fed will wait until it sees the labour market improving before 
it moves. We anticipate the stimulus is strong enough that 
eventually firms will start hiring in stronger numbers, and 
that the stimulus will hand off to sustained consumption and 
increased investment. 


THERE ARE STILL HUGE IMBALANCES IN THE GLOBAL 
ECONOMY, NOTABLY THE U.S. CURRENT-ACCOUNT DEFICIT. 

CAN THESE BE WOUND IN GRADUALLY FOR A SOFT LANDING? 
Yes, they can be, but whether they will be is the big uncer- 
tainty. In this era of globalization, some element of interna- 
tional policy coordination is necessary. 

There may have to be more exchange-rate depreciation for 
the U.S. The federal deficit will have to be reduced and private 
savings will have to be increased. There will have to be more 
structural reform and growth in Europe and Japan. And there 
will have to be some exchange-rate flexibility in emerging Asian 
currencies, so the region starts absorbing more U.S. goods. If 
all that comes together, we will have a fairly soft landing. 


IS THE POLITICAL WILL THERE TO MAKE THE SHORT-TERM 
SACRIFICES NECESSARY TO ACHIEVE A SOFT LANDING? 

It’s hard to tell. So far the depreciation of the U.S. dollar 
hasn't started biting very much. If it goes further, it may lead 
to political tensions, at least. Given the size of the imbalances, 
it would be good if governments made the necessary 
commitment and announced a coherent medium-term 
strategy. Statements by individual countries are not enough. 
There needs to be some sort of common understanding, some 
sort of new accord to give direction to markets. 


SHOULD CHINA RAISE THE VALUE OF ITS CURRENCY? 


China alone is not responsible for the imbalances. The 
bilateral deficit between the U.S. and China is largely the result 
of the reorientation of exports from the rest of Asia through 
China, so Chinese revaluation is not the solution to the 
imbalances. To make it the centre of the argument is unfair 
and not particularly valid. 
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Chinese revaluation would have benefits and costs. If you 
have distorted exchange rates for long enough, that leads to 
investment decisions priced on a relative exchange rate 
that’s not sustainable in the long range. The side effects are 
overheating in the short term, and long-term investments that 
are not viable. Those are the reasons to get a more sensible 
exchange rate in place. 

The question is: By allowing a more flexible exchange rate, 
do you run the risk of runaway movements which impinge 
on the domestic economy, and does the economy have the 
flexibility to cope? The answer hinges on the financial system. 
At this point, one has to be agnostic about the strength of 
China’s financial system. 


“You don’t have investment at 
40%-45% of GDP without the worry 
of overheating in the economy” 


A fully floating currency with a flexible exchange rate 
would be a mistake at this point, but there are some benefits 
to flexibility. The solution is to have a plan to move towards 
a more flexible exchange rate. 


CHINA MOVED TO CURTAIL CREDIT GROWTH LAST YEAR. WILL 
THE ATTEMPT TO TAP ON THE BRAKES BE EFFECTIVE? 

There is no strong evidence either way yet. But I think it 
was necessary. You don't have investment at 40%-45% of GDP 
without the worry of overheating in some areas of the 
economy. I’m glad the authorities are fully seized of the 
need to constrain this expansion, but the jury is still out. 


IS INDIA THE NEW CHINA? 


India has great potential. For the first time politicians are 
talking of growth as a way to win elections. It is a new 
development for elections to be fought not on caste or religious 
grounds but on economic grounds, and that puts pressure on 
governments to perform. 

India has already established a reputation in software and 
business process outsourcing. What is new is a confidence in 
design and manufacturing that didn't exist before. Manu- 
facturers have become much more outward looking. India 
is now exporting cars to [Britain]. This confidence is certainly 
reminiscent of China in the mid-1990s. 


IS ASIA HEADING TOWARDS ANOTHER BUBBLE AND ANOTHER 
1997-STYLE CRISIS? 

There is a danger, for sure. The enormous liquidity in the 
world economy means investors could make the same mistake 
of not paying enough attention to risk. But I’m hopeful that 
the lessons of the past have been absorbed, if not by investors, 
then certainly by governments. They are taking pains to ensure 
the money flowing in is not as hot as before. There are reasons 
for optimism, but whether this turns out to be over-optimism 
remains to be seen. = 
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CS em 
Exports Sustain 
Slowing Growth 


HOW LONG CAN JAPAN'S ECONOMY sustain the growth that 
has now lasted nearly two years? The world’s second-largest 
economy grew for six straight quarters to the end of Sep- 
tember and most economists think it probably grew in the 
final quarter of 2003, too. 

Weak consumer demand and lingering deflationary pres- 
sure are damping growth, but, says Shuji Shirota, an econ- 
omist at Dresdner Kleinwort Wasserstein in Tokyo, “exports 
and capital spending are powerful enough to help the econ- 
omy grow at least 2% for fiscal 2003 and fiscal 2004.” The 
latest Consensus Economics forecasts, surveyed in Decem- 
ber, show that economists on 
average estimate that GDP 
expanded 2.7% in real terms 
in 2003 over 2002. They 
expect GDP to advance in 
2004 too, albeit at a milder 
pace of 2.1%. 

Exports have been Japan's 
most consistent driver of 
growth. While exports to the 
United States fell year on 
year for the 11th consecutive 
month in November, these 
were more than offset by 
exports to Asia, which 
increased for 21 straight 
months. The contribution of 
net exports—exports of 
goods and services minus 
imports—to GDP growth has 


Source: Consensus Economics 


been flat or positive for seven MORE SHOPPERS NEEDED: Weak consumer demand inhibits growth 


40 far Eastern Economic Review 





of the last eight quarters for which data are available. 

Overseas demand for Japanese goods has forced manu- 
facturers to invest heavily in capital equipment. What’s more, 
companies are rushing to modernize factories and equipment 
that became obsolete during Japan’s decade-long economic 
slump, even as they cut costs. In extreme cases, some man- 
ufacturers, including Bridgestone Corp. and Nippon Steel 
Corp., suffered fires or accidents at their ageing factories. A 
third reason for robust capital expenditure is new technology: 
Electronics companies need to equip factories to meet ris- 
ing demand for digital consumer electronics and information- 
technology products. The capital-expenditure boom is 
expected to continue for a while: Core machinery orders, a 
leading indicator, are expected to have grown 12% in October- 
December from the previous quarter. 

But because Japanese growth is so dependent on exter- 
nal demand, Japanese authorities worry that the yen’s recent 
strength against the U.S. dollar might jeopardize the recov- 
ery. Corporate Japan's star performers—its consumer elec- 
tronics and car makers—are heavily geared towards exports, 
and a stronger yen makes Japanese products less competi- 
tive in the U.S. and in China, which pegs its currency to 
the dollar. 

In an effort to weaken the yen against the dollar, the 
Ministry of Finance, through the Bank of Japan, has aggres- 
sively bought dollars in foreign-exchange markets. Though 
authorities have not confirmed such intervention, most cur- 
rency traders think Japan has spent around ¥4 trillion ($38 
billion) buying dollars this year, following a record ¥20 tril- 
lion in 2003. But intervention might only be slowing the yen’s 
inevitable rise, argues a recent report by JPMorgan Chase 
Bank in Tokyo. The yen has still gained about 1% against 
the dollar since the start of 2004. 

Another concern for Japan is that private consumption, 
which accounts for 55% of GDP, remains weak. A major rea- 
son is that anxiety over the future is discouraging spend- 
ing. Long-term structural 
problems such as deflation 
still haunt Japan’s economy. “ 
Prices, excluding fresh food, 
edged up in October for the 
first time since April 1998 
but fell again in November. 
In addition, to cope with 
the pressures of an ageing 
society, the government is 
planning to increase pension 
premiums and reduce tax 
benefits—both of which will 
squeeze household budgets. 
Because of such weak final 
demand, “it’s hard for us to 
feel the economy is recover- 
ing,” says Dresdner Klein- 
wort Wasserstein economist 
Shirota. 
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Preparing for a Soft Landing 





RIDING THE DRAGON: Exports and investments have driven growth 


CHINA’S ECONOMY has been Asia’s brightest performer 
for several years running. But before pencilling in the pre- 
diction for another strong year of growth, try putting your- 
self in the seat of the country’s economic policymakers 
for a moment. 

Over the course of 2004, they can expect heated specu- 
lation about their currency policies, the very real possibility 
of a trade war with the United States and delicate ques- 
tions over whether they can, or even need to, engineer a 
soft economic landing. They have a banking system that’s 
bankrupt in all but name, rapidly growing government debt, 
widening income gaps, super-heated property speculation, a 
flood of money inflows and, for the first time in several years, 
the spectre of inflation. 

So there will be plenty of trade-offs to watch this year. 
Banking regulators, for instance, are trying to slow lending 
from the super-heated pace that began in late 2002, but their 
efforts will meet opposition if they harm new, income-gen- 
erating investment. Tax authorities, meanwhile, continue 
to send hints about changes that could raise foreign investors’ 
tax rates—but if they do this, they'll upset local authorities 
that want to keep wooing new companies. And financial 
authorities have to figure out a way to discern whether bub- 
bles are forming, given the massive inflow of funds. 

In view of all this, can China keep up the growth? Despite 
all the potential pitfalls, most answer with a resounding 
yes. A consensus of 15 forecasts for 2004 turns up an average 
expectation of 8.1% real GDP growth this year, compared with 
the government's recently announced 8.5% estimate for last 
year. Even the lowest estimates in the survey are 7.5%. 

Most figure on some positive shifts in the components 
of growth. For years, China’s expansion has been driven over- 
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whelmingly by investment and exports. This year, fixed- 
asset investment expansion—a measure of both government 
stimulus and corporate enthusiasm—is seen decelerating 
to 16% from 25% last year. That would help slow the growth 
of the country’s fiscal deficits, and perhaps suggest that banks 
are making fewer loans (and, thus, fewer bad ones). Indus- 
trial production, which surged 16% in 2003, is expected to 
grow at a slightly slower 13% clip in 2004. 

Making up for that, most forecasters figure, will be a rise in 
consumption. Retail sales are seen continuing their strong 
expansion of late-2003, with an average prediction of 9.9% 
growth in 2004 compared with 9.2% last year. Consumer prices 
could tick up 1.9%, higher than 0.9% last year but still be rea- 
sonably mild for an economy growing at this rate. 

Trade and current-account surpluses should edge lower, 
as Chinese demand for raw materials continues to surge. 
Goldman Sachs sees the country’s current-account balance 
narrowing to just 0.4% of GDP, from 1.7% in 2003. Exports 
should remain an enormous growth driver: Assuming much 
of the world keeps moving into recovery, they could top 
$500 billion this year. But imports, spurred by both demand 
and post-World Trade Organization market-opening meas- 
ures, are surging to keep pace. 

Many analysts expect some minor rejigging of the coun- 
try’s currency peg, which is likelier now that U.S. hectoring 
over the issue is palpably quieter. Goldman Sachs, for instance, 
predicts a one-off 5% appreciation against the dollar in the 
year’s first quarter, followed by a move to a currency-basket 
peg. Still, risk factors abound. In a September report, the 
World Bank warned about the fiscal stability of local govern- 
ments, which have been the primary drivers of a six-year 
investment surge. If the spending continues (and it almost 
certainly will, given its key role in creating employment) it 
could lead overall debt to spiral, and, worryingly, cause local 
governments to renege on pension payments, creating seri- 
ous stability concerns. “Strong policy actions may be required 
to forestall economic-management problems down the road,” 


the bank warned. BEN DOLVEN 
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Competitive 
Neighbours 


AFTER TWO CONSECUTIVE quarters of contraction early last 
year, South Korea’s economy appears to be turning around. 
But the question remains: How long can it last? While most 
economists expect to see a mild recovery on the back of brisk 
exports in 2004, Consensus Economics forecasts real GDP 
to expand 5.2% this year, up from last year’s 2.7%. 

In his annual New Year news conference, President Roh 
Moo Hyun said creating jobs and sustaining the coun- 
try’s economic recovery will be the top priority for his 
administration in 2004. Job creation through boosting cor- 
porate investment is key to reviving consumption, another 
key engine of economic growth, as is easing the continu- 
ing household-debt crisis. As part of efforts to boost employ- 
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Turnaround 


TAIWAN, NOT LONG AGO one of the region's sicklier 
economies, has entered 2004 on a serious roll. And so long 
as political campaigning ahead of March's presidential elec- 
tion and December's legislative ballot don't trigger a show- 
down with China, the island’s economic upturn is likely to 
keeping gaining momentum. 

Economists think Taiwans GDP grew about 3.1% in 2003, 
according to a forecast of 13 research houses by Consensus 
Economics. That’s slightly less than in 2002, thanks to the 
battering Taiwan took from the Severe Acute Respiratory Syn- 
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ment, Roh said the government would provide “full” sup- 
port to small and medium-sized enterprises and technol- 
ogy start-ups. Financial and tax incentives will be intro- 
duced in the first half of this year to revitalize the country’s 
service industry, he added. 

Many economists, however, say short-term pump-prim- 
ing measures are insufficient to sustain a solid rate of growth 
in the long run. They suggest the government should seek 
to improve the business environment by deregulating finan- 
cial markets and promoting structural reform rather than tak- 
ing expansionary fiscal measures. 

They say this year will be the watershed for the future 
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drome outbreak in the second quarter. But the average fore- 
cast for this year sees economic growth galloping along at 
4.5%, its fastest rate since 2000. Government officials have 
predicted even faster growth of 5% or more, a view also held 
by investment bank Goldman Sachs, among others. 

The key to the turnaround has been the rapid improve- 
ment in demand from the United States for Taiwan's tech- 
nology exports, coupled with continued strength in sales to 
China. Exports have hit record highs in recent months, and 
economists expect them to grow more than 7% this year to 
$151.3 billion, following an estimated 8.7% rise in 2003. 

But exports aren't all that’s doing well. Interest rates are “ 
still at historic lows. Banks are now pumping new loans 
into the economy. With unemployment on the decline and 
the stockmarket up, consumer sentiment is picking up. Even 
the construction and property sectors, stuck in a funk for 
the better part of a decade, are improving. 

The key concern now is that electioneering will spin 
out of control. President Chen Shui-bian is planning a ref- 
erendum on election day (March 20) that China sees as a 
precedent for a vote on formal independence, something it 
has vowed war to prevent. Conflict would likely be cata- 
strophic. But most analysts expect the tension to fade before 
it boils over. “We regard such risks as having been overesti- 
mated by the market,” Bear Stearns analyst Michael Kurtz 
wrote in a report late last month. 

What’s more, even politics has an upside. Locked in a tight 
race, both sides in the campaign have been pledging bil- 
lions of dollars in stimulus spending, which could help make 
2004 a strong year whoever wins. JASON DEAN 
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Bouncing Back 


FOR THE FIRST TIME IN YEARS, it feels as if Hong Kong 
has got back some of its old buzz. The stockmarket is up, 
unemployment is down. The tourists are streaming in and 
the cash registers are ringing. Even property prices are finally 
inching higher, and the government is preparing to resume 

` land sales, suspended since November 2002 in a desperate 
attempt to prop up the market. 

There is a palpable sense among Hong Kongers that 
last year’s outbreak of Severe Acute Respiratory Syndrome, 
or Sars, marked the lowest point of the economy’s long down- 
ward trend, and that conditions are now set to improve. Fran- 
cis Lui, director of Hong Kong University of Science and 
Technology’s Centre for Economic Development, bears this 
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ASIAN ECONOMIC OUTLOOK 


course of the Korean economy. Unless the economic recov- 
ery is fully fledged in tandem with the upturn of the United 
States in 2004, Korea is highly likely to fall into a deeper down- 
turn and may enter a low-growth stage. 

Many foreign investors point out that to enhance its 
competitiveness, Korea needs to transform itself from a 
low-wage economic-growth model operating in a protec- 
tionist framework. 

The global business environment surrounding Korea is 
changing drastically. How it responds to such changes will be 
decisive for the future of the economy, they say. Korea is sand- 
wiched between Japan's technology lead and the dynamic rise 
of the neighbouring Chinese economy with its abundant pool 
of low-wage labour. 

In its latest report, the central Bank of Korea warned 
that the country’s growth rate could fall to between 3.9% 
and 4.1% for the next 10 years if corporate investment and 
economic participation remain at the current slack level. 
The central bank reported that GDP growth is expected to drop 
to 4.8% for the period 2000-03. KIM JUNG MIN 


BURNING THE MIDNIGHT OIL: Korea has to reinvent 
itself if it is to keep up with Japan and China 


out, forecasting 6.7% growth in GDP this year, up from an 
estimated 3.3% in 2003. 

Synchronized economic growth in China and the United 
States, the city’s two largest trading partners, means business 
is booming in Hong Kong, which focuses heavily on financ- 
ing and facilitating international trade with mainland China. 
The city is also benefiting from China’s decision last year to 
relax visa restrictions for visitors from the mainland. The result 
has been an influx of eager shoppers, with tourist arrivals hit- 
ting a record 1.8 million in December. 

The boom is creating jobs. Unemployment has dropped 
sharply from its high of 8.7% last summer, falling back 
to its pre-Sars level of 7.5% in November. The economists 
at HKUST now predict a further drop to 6.6% at the end 
of this year. The real-estate market also appears to have 
turned the corner. With properties cheaper relative to 
incomes than they had been in nearly 20 years, buyers 
returned to the market last summer. Prices have since risen 
by around 15%. 

And finally, Hong Kong’s five-year deflationary trend 
appears to be ending, helped by the property market's revival 
and the decline in the U.S. dollar, to which Hong Kong’s cur- 
rency is pegged. Economists at banking giant HSBC pre- 
dict consumer-price inflation will at last turn positive in 
the middle of 2004. 

There are still problems, notably the government's per- 
sistent budget deficit, but with the economic outlook better 
than at any time since Hong Kong’s return to Chinese rule in 
1997, no one is worrying about that for now. 

TOM HOLLAND 
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Giddy Growth 


THAI PRIME MINISTER Thaksin Shinawatra’s aggressive 
brand of state-led economics pumped the Thai economy up 
by about 6% last year, representing the fastest economic 
growth rate in Southeast Asia. Consensus Economics predicts 
Thailand will sustain the good economic times this year, with 
GDP expanding an additional 6.3% in 2004. 

Government spending and generous incentives for home 
buyers have recently sparked a consumption-led recovery in 
Thailand. A recent poll conducted by the University of the Thai 
Chamber of Commerce found consumer confidence hit a post- 
1997-crisis high in December as Thais spent lavishly on con- 
sumer durables. For instance, new car sales were up around 
37% last year, even after rapid sales growth in 2002. 

Now that household-debt levels have climbed as high as 19- 
times annual income, and with early indications that the prop- 
erty market and stockmarket are starting to overheat, Thaksins 
government is switching fiscal focus in a bid to maintain the 
current economic momentum. The Thai cabinet recently 
unveiled $37 billion worth of spending plans on infrastruc- 
ture projects scheduled to be completed over the next five years. 
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Those outlays include a 900 billion baht ($23 billion) plan 
to modernize and upgrade the country’s decrepit railway 
system, including a Japanese-style north-south bullet train, 
and a near doubling of the amount of track in and around 
Bangkok. There are also plans to build a 100 billion baht new 
satellite city approximately 6o kilometres outside Bangkok in 
Nakorn Nayok province. 

Thailand turned in a strong export performance in 2003, 
expanding around 15% year on year, according to prelimi- 
nary figures from the Ministry of Commerce. Key Thai com- 
modity exports enjoyed unusually high prices last year while 
bad weather hurt the crops of some of Thailand’s top regional 
competitors in the Philippines and Indonesia, say analysts. 

But some economists believe Thailand’s general lack 
of corporate and financial restructuring means its overall 
export competitiveness is eroding in relation to lower-cost 
producers in China. SHAWN W. CRISPIN 
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AGLOW: The Lion City’s fortunes will reverse this year 


On a Roll 


AFTER A DISMAL YEAR, there’s a discernible upward shift 
in business sentiment as Singapore moves into 2004. Most 
private-sector economists expect growth this year of as much 
as 5.5%-6%, barring a resurgence of Severe Acute Respi- 
ratory Syndrome, which claimed 33 lives and devastated Sin- 
gapore’s economy in 2003. The official government forecast 
for this year: 3%-5% growth. The economy picked up 
momentum in the final quarter of 2003, lifting overall 
growth for the year to 0.8%. 

Analysts say a recovery of the global economy this year 


(B= Mansa 
Growing 
Confidence 


THE CONSENSUS FORECAST OF 15 securities houses places 
Malaysia’s GDP growth this year at 5.6%. That would make it 
the third-fastest-growing country in the region after pace- 
setters Thailand and Vietnam, which are expected to record 
growth rates exceeding 6%. 

Malaysia is back on the fast track and the renewed 
optimism has also brought with it some loosening of shackles. 
Subjects once considered taboo are now up for discussion, 
even issues like the ringgit peg. In the wake of the Asian 
financial crisis, former Prime Minister Mahathir Mohamad 
imposed capital controls and fixed the ringgit at 3.80 to the 
United States dollar in September 1998. Since then, any 
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should reverse the fortunes of export-dependent Singapore. 
Corporate profits in America are up and improvements in the 
economies of Europe and Japan are helping to boost con- 
fidence. China—a driver for growth in Asian countries and a 
major importer of Singaporean goods—is also likely to register 
strong growth this year, all big pluses for Singaporeans. 

The manufacturing sector is showing signs of a pick-up. In 
December, nonoil domestic exports rose 30.7% year on year, 
their fastest pace in nine years, with exports of electronics up 
25.7% over the year-earlier period. “That augurs well for 2004,” 
says Paul Schymyck, an economist at IDEA Global, an economic 
consultancy. He also notes that Singapore’s total exports in 
October last year were back to their peak levels of about 
S$ $10.7 billion ($6.3 billion), last reached in October 2000. “The 
upswing in the global electronics cycle will be one of the 
key drivers underpinning Singapore growth,” he says. 

Economists expect that the electronics sector in particular 
will register strong growth this year. They are already seeing 
strong gains in semiconductor output and demand for 
notebook computers, which is in line with the global recovery 
in electronics. “Contract manufacturers producing products 
that use a lot of disk drives and semiconductors that we 
have talked to seem to have fairly good visibility over the 
next few months,” says Song Seng Wun, an economist at 
GK Goh Research. 

The pharmaceutical sector—though highly volatile—is 
growing rapidly, too, as factories expand capacity. The 
sector is likely to continue to grow quite well this year, 
according to Schymyck. 


ll 


2002 2003* 2004t 
GDP 4.1 4.8 5.6 


_ % change over previous year 






Private consumption 4.4 4.7 a 
E Fixed investment 03 a 29 pS 5 2 ; 
Industrial production i 45 Ea Ta 87 : 
Current account ($ billion) | 72 140.0 Bae 9 7 ; 


= "Estimates tForecast Source: Consensus Economics 
talk of flexible exchange rates has been dismissed out of hand. 
On January 12, Abdullah Ahmad Badawi, who replaced 
Mahathir on October 31, opened the door a crack. While 
saying that the peg would “remain as itis,” he added that “we 
are not dogmatic to say that it will stay forever.” 

The ringgit’s dollar-driven decline has made Malaysia’s 
exports competitive vis-a-vis its regional peers, but economists 
say the currency is undervalued—by as much as 19%, 
according to a recent estimate from Standard Chartered Bank 
in Kuala Lumpur, for instance. Even so, any distortion has 
hardly been noticeable: Inflation in December rose to 1.2% 
from 0.9% in November, a sign of imported inflation but 
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Meanwhile, Singapore’s Economic Development Board 
expects investments from local and foreign investors in fixed 
manufacturing assets will rise to $$8 billion—up from 
last year’s $$7.51 billion. The government agency also 
forecasts total business spending—a measure of invest- 
ment in services—will rise to $$2 billion from $1.92 billion 
last year. 
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A synchronized global and regional recovery will see 
business spending and tourist levels rise, analysts say. Song 
of GK Goh Research notes that if the volume of goods trans- 
shipped and exported out of Singapore increases due to 
mounting demand, then shipping and insurance services will 
also pick up, as will demand for air services. On the bank 
lending side, credit numbers are climbing and turnover on 
the Singapore Exchange is up sharply from last year. 

TRISH SAYWELL 


hardly worrying to the authorities. Indeed, political imperatives 
lean towards keeping the peg. Analysts note that the people 
who would be happy with a ringgit appreciation are mainly 
foreigners holding ringgit assets. Meanwhile, local business- 
men and exporters want the status quo. In any case, there isn't 
any pressure on Malaysia to revalue. “If China can hold out for 
so long, Malaysia has no problems whatsoever,” says JPMorgan 
Chase’s Tan Pye Sen, a Kuala Lumpur-based analyst. 
Indeed, the benign economic climate points to a snap 
general election, maybe as early as March or April. The stock 
exchange is up 26% from October, interest rates are low 
(the three-month interbank rate is 2.9%) and unemployment 
is falling (down to 2.9% last year from 3.2% in 2002). 
Meanwhile, the country continues to rack up surpluses. 
Malaysia’s current-account surplus on its balance of payments 
is expected to top 38 billion ringgit ($10 billion) in 2003. That 
has pushed up reserves, which topped $44 billion at the 
end of December. Only one festering issue remains: Malaysia’s 
sixth straight budget deficit, which, at its peak, was 5.6% of 
GDP. Tackling it would make international borrowing cheaper 
for Malaysia as it would encourage international agencies to 
upgrade its sovereign ratings. S. JAYASANKARAN 
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Cautious 
Optimism 


AN AIR OF SUSPENSE HOVERS over Vietnam's prospects 
in trade and tourism this year. While the country’s export earn- 
ings surged 19% last year—largely due to rising oil and com- 
modity prices together with increased volumes of key exports 
like garments, shoes, and seafood—that enviable performance 
is unlikely to repeat itself in 2004, analysts say. 

One reason is new problems with regard to the United 
States, which emerged as Vietnam's biggest export market 
in 2003. Since Vietnam is one of six countries targeted by U.S. 
shrimp producers in an anti-dumping petition filed last 
December, the country’s seafood exports will probably decline 
pending a judgment in the case. In the garment sector, Viet- 
namese and foreign-invested factories are still struggling to 


Growth, But 
Not Enough 


IN SPITE OF ITS CHALLENGES, Indonesia is looking set for 
a year of modest but respectable economic growth of 4%- 
5% in 2004. Amid steady consumer spending and rising inter- 
national confidence, the economy promises to see a mild 
improvement from last year. Yet, still mired in the after- 
math of the Asian economic crisis, Indonesia needs more than 
that to address its daunting problems. 

Indonesia’s central bank expects the economy to grow at 
4.5% in 2004 against 4% last year. Consumption, which 
accounts for more than two-thirds of Indonesia's GDP, 
will provide the dominant driving force, but investment and 
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adjust to new U.S. quotas that provide only modest 3%-7% 
growth margins. Manufacturers are looking to Europe to pick 
up some slack, but that market is far less lucrative. 

Meanwhile, many potential foreign investors are with- 
holding commitments until they see a green light for Viet- 
nams entry to the World Trade Organization by early 2005. 
Yet Vietnam is starting to attract more investors from China, 
and this trend will likely accelerate as its giant neighbour 
continues to prosper. 

Uncertainties over trade and foreign investment are not 
expected to derail Vietnam from its steady growth track. Ana- 
lysts forecast 7.2% GDP growth for 2004, while Vietnam's 
more optimistic leaders are targeting 8%. Retail sales are 
expected to match or surpass last year’s 12% growth. Con- 
struction is thriving, partly due to increased public spend- 
ing on infrastructure projects. 

The flip side is that the World Bank, the International 
Monetary Fund and many Vietnamese economists are con- 
cerned that such projects are not being properly screened 
for their financial viability. The IMF is also worried about 
the rapid expansion in bank credit, which could overwhelm 
the banks’ limited credit-management capabilities and 
increase bad debt. 

Vietnam had been counting on a 25% hike in tourism rev- 
enues this year, after rebounding from the Severe Acute 
Respiratory Syndrome (Sars) outbreak and earning $1.28 bil- 
lion last year. It’s too early to tell whether Vietnam's sudden 
epidemic of bird flu in December and January will quash this 
year’s hopes for more visitors. As World Bank country direc- 
tor Klaus Rohland notes: “Everyone was very gloomy about 
Sars. But in the end, it hardly affected growth in Vietnam.” 

MARGOT COHEN 








KEEPING THE FAITH: Indonesia is set to grow faster this year 
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The Price 
Of Populism 


2004 IS SHAPING UP as a year of noise and bluster for the 
Philippines—a presidential election in May will see to that. But 
for the country’s economy, a more persistent phenomenon 
may continue to undermine confidence. Despite improved 
revenue collection in 2003, the Philippines’ budget deficit still 
provokes widespread concern, particularly after former Finance 
Secretary Jose Camacho warned that the country was on the 
brink of a “fiscal crisis” after he quit late last year. 

Camacho, a respected investment banker, remarked on 
the Philippines’ frail finances on two separate occasions after 
resigning, prompting speculation that he knows something 
the markets don't. Indeed, the government proudly heralded 
its fiscal discipline last year, noting that its budget deficit 
weighed in below its target after bursting through successive 
ceilings in 2002. The government spent $3.6 billion more 
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exports are likely to provide an important contribution to 
economic growth. 

~ In 2004, exports are expected to grow by 2.5%-3.5%. 
Domestic private consumption is predicted to grow by 4.2%- 
5.2 %, while investment is likely to grow by 1.6%-2.6 %. Other 
key indicators are likely to remain stable, according to cen- 
tral bank estimates. The rupiah’s exchange rate is likely to range 
between 8,200 and 8,700 to the dollar, against a govern- 
ment forecast of 8,600. 

In March, Indonesia plans to launch an international 
sovereign bond, the first since 1996, of up to $500 million. 
The bond will help plug a budget deficit forecast at 1.9% of 
GDP last year as Indonesia is no longer eligible for pub- 
lic-debt restructuring after graduating from a five-year Inter- 
national Monetary Fund loan programme in December. 
Nevertheless, the government’s economic strategy has been 
influenced by agreements with the IMF. 

The year began with a promising surge in the Jakarta Stock 
Exchange, which rose to record levels of around 750 points 
after rising by nearly two-thirds in 2003, making it the region's 
second-best performing index. Many analysts predict the index 
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ELECTION RACE: Spending prospects 


than it earned in 2003, 
equivalent to 4.7% of pro- 
jected GDP. 

May’s election, which 
among other candidates 
pits President Gloria Maca- 
pagal-Arroyo against movie 
star Ferdinand Poe Jr., and 
Poe’s team of advisers 
picked from the ranks of 
two other populist presi- 
dents—Ferdinand Marcos 
and Joseph Estrada—are 
also giving rise to fears that 
the government may lose 
much of the fiscal credibil- 
ity that it gained last year. 

Analysts worry that 
with Arroyo focusing on 
re-election, she may step on the spending pedal. And if Poe— 
the current front-runner—wins, bureaucrats at the Depart- 
ment of Finance may find their never-ending task of 
rescheduling the Philippines’ foreign debt much more 
difficult. With no political—let alone economic—experience, 
the action-movie star will do little to reassure the Philippines’ 
international creditors. 

Still, the Arroyo administration is confident that 2004 can 
be another solid year of growth, projecting GDP to expand by 
4.9%-5.8%. Central bank Governor Rafael Buenaventura, 
however, suggests growth will be a little slower, with economic 
activity only picking up in the second half of the year once the 
outcome of the election is known. JAMES HOOKWAY 
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will rise as high as 800 points this year, despite political uncer- 
tainty created by upcoming elections. 

Not all observers are convinced. The World Bank has 
warned that over the next three years, the economy will 
grow only slowly, hampered by sluggish foreign investment, 
corruption and terrorist threats. The surging stockmarket 
wont solve Indonesia’s unemployment, which could afflict at 
least 40% of the workforce. For that, Indonesia needs robust, 
not merely modest, growth. TOM MCCAWLEY 
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Shining Bright 


ON BILLBOARDS AND IN MAGAZINES, the Indian govern- 
ment has launched an advertising campaign—dubbed “India 
Shining”—highlighting the country’s economic performance. 
The economy’s strong showing isn't just a source of national 
pride. It’s also likely to be a major campaign issue in nation- 
wide elections expected to be held in April. 

The ruling Bharatiya Janata Party is leaning toward 
announcing an early election that would seek a second five- 
year term for Prime Minister Atal Behari Vajpayee. The 
economy and issues of economic development are likely to 
figure strongly in the campaign. 

Indeed, the 12 months to March 31 will prove to be a 
banner year for the Indian economy. Thanks to the best 
monsoon in a decade, agriculture production has jumped, 
industrial production has staged a major turnaround and 
the services sector is going strong. The country is flush with 
more than $100 billion in foreign-exchange reserves and 
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The Tide Turns 


PAKISTAN’S ECONOMY is expected to exceed the govern- 
ments projected economic growth target of 5.3% in the current 
fiscal year that ends on June 30, led by strong manufacturing 
and export growth. According to the government, the economy 
posted 5.1% growth in the previous fiscal year that ended on 
June 30, 2003, the highest figure in eight years, thanks to 
strong agricultural and industrial performance. 

The central bank’s latest quarterly report on the economy 
said industrial growth had been robust in the first quarter, 
leading other sectors of the economy. It said GDP growth is 
expected to be quite broad-based with strong industrial 
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the stock exchanges are soaring. In mid-January, the bench- 
mark Bombay Sensitive Index closed at an all-time high of 
6,194 points, thanks to a record showing from foreign 
institutional investors, who pumped in more than $6 billion 
last year. “I don't remember the Indian economy being so 
good any time earlier,” says Vivek Seth, country head for 
capital markets at Birla Global Finance, an investment firm 
in Mumbai. 

The Centre for Monitoring Indian Economy, an inde- 
pendent think-tank, recently upgraded its projections for 
the services and industry sectors, which jointly constitute 75% 
of GDP (farm output forms the rest). CMIE expects Indian 
industry to post healthy growth of 6.5% in the financial year 
ending on March 31, compared to its earlier projection of 5.5%. 
The group also revised its growth projection for the services 
sector for the same year upward to 8.3% from 7.3%. 

Months before a potential nationwide poll, the BJP-led 
government unveiled a series of measures aimed at boosting 
the economy. It abolished or slashed taxes on a slew of 





performance complemented by good output from the 
agricultural and services sectors. 

The review said large-scale manufacturing, a barometer 
of industrial growth, grew a spectacular 11.7% in the first 
quarter, up from 3.7% in the same period of the last fiscal year. 
ABN Amro chief economist Sakib Sherani says he expects 
the government might be able to exceed its GDP growth 
target. “The chances are more that GDP [growth] may rise 
to 5.5%,” he says. 

The central bank said this growth is likely to continue as 
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consumer durables such as white goods, computers, 
mobile phones and also on domestic air travel. 

Though analysts say the tax cut will cost the state’s 
coffers between $2 billion and $3 billion annually in lost 
revenue, they also believe the measures will boost already 
strong consumer demand. That’s especially true for the 
600 million-or-so rural Indians who are expected to 
splurge in the coming months on products such as 
motorcycles, electronic goods and mobile phones as they 
reap the benefits of last summer’s monsoon. 

In addition to giving sops to consumers, the govern- 
ment also earmarked $11 billion for infrastructure 
spending that will burnish the performance of sectors like 
cement and steel. Vajpayee also did away with the $100 
million cap on investment abroad by Indian firms. 

Political analysts believe the BJP has a fair chance of 
retaining power, thanks to the fragility of its main 
opponent, the Congress Party. Investment bank JPMorgan 
said in a recent report that re-election of the BJP would 
hasten tax reforms, infrastructure spending and the 
country’s privatization programme, among other reforms. 
The firm recently raised its forecast for India’s GDP 
growth in the current financial year to a 15-year high of 
8%, one of the world’s highest growth rates. 

According to Consensus Economics, GDP growth is 
projected to hit around 7% in the year to March 31, 2004. 
That’s a marked improvement on last year’s dismal growth 
of 4.3%, when a major drought shrivelled farm output. 
Most economists upgraded India’s GDP forecast after the 
country achieved a sizzling 8.4% growth in the July- 
September quarter of the current fiscal year. 

However, economists also say that India’s challenge 
remains sustaining its current performance, since that’s 
the only way the country will raise living standards for 
its billion-strong population, a quarter of whom still live 
in abject poverty. RASUL BAILAY 
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demand for cars, textiles and cement remain strong for 
the rest of the fiscal year. But despite strong growth, a 
consensus is emerging among economists that rising 
inflation—fuelled by higher food prices and strong money- 
supply growth—is likely to trigger higher interest rates in 
the months ahead. 

Asif Qureshi, research head at Global Securities, said 
he expects inflation to increase to 4%-4.2%, up from the 
targeted 3.9% in the current fiscal year, prompting the cen- 
tral bank to gradually tighten its monetary policy. Pakistan 
has maintained low interest rates over the past 18 months 
because of high liquidity in the banking system. 

The liquidity was generated by the rising inflow of 
Western aid, higher remittances and debt rescheduling 

^ by the Paris Club of bilateral creditors following Islam- 
abad’s decision to join the United States-led coalition 
against terrorism. SAEED AZHAR 
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Uphill Struggle 


BANGLADESH'S ECONOMY may grow ata rate of 5.5 % this year, 
up from the estimated 5.2% during fiscal 2003. The Finance 
Ministry is optimistic that GDP growth this year will touch 5.9%, 
which is still far below the 8% GDP growth rate the country needs 
to meet the poverty-reduction target of 50% by 2010. 

Exports, up by 10% in 2003 over the previous fiscal year, may 
continue to grow by 11%-12%. Food-grain output will remain 
steady except in the northern districts, and remittances from non- 
resident Bangladeshis will continue to grow. Imports grew by 
22% in 2003 and may continue to rise. 

Revenue collection in 2003 was much below government 
targets and 2004 will call for tough measures if that is to 
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change. Finance Minister Saifur Rehman says he is desperate to 
increase the tax base (less than a million out of 140 million 
Bangladeshis pay tax) and has provided income-tax relief to 
encourage compliance. 

Bangladesh will continue to be haunted by widening trade 
deficits, particularly with its giant neighbour, India. Econo- 
mists say Bangladesh has two realistic options to reduce the 
current huge imbalance with India: It must either allow limited 
exports of natural gas to India or permit trans-shipment of 
goods between India’s main hinterland and the country’s 
remote northeast. The latter option could be a windfall for 
Bangladesh's transport sector and boost government earnings. 
But neither seems likely, for reasons connected more with 
politics than with economics. 

Poor law and order, agitation accompanied by strikes, serious 
infrastructure bottlenecks and rampant corruption impede 
production and foreign investment that the country desperately 
needs. Berlin-based Transparency International recently described 
Bangladesh as the most corrupt country in the world. 

The opposition is likely to intensify its activism in 2004 
and labour militancy may increase in view of shutdowns and 
job losses in unprofitable government-run industries. 

But money laundering remains the country’s major prob- 
lem. The Bangladesh Economic Association estimates that 
nearly $6 billion slipped through the net in 2003, at least half 
of it due to smuggling, despite laws enacted in 2002 to plug 
loopholes. The trend, says BEA, is likely to continue this year. 
The value of the Bangladeshi taka is likely to slide further and 
may end up at around 62 taka to the United States dollar as 
against 58 taka to the dollar at the end of 2003. 

SUBIR BHAUMIK 
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Easing Up 


THE NEW ZEALAND ECONOMY is slowing—but to a com- 
fortable level. Growth in 2004 is not expected to match the 
3.4% average of the past ro years. Consensus forecasts are for 
a creditable 2.9%. 

The buoyancy over the past two years was due to strong 
domestic consumption. Real GDP growth was 3.9% in the 12 
months to September, but the private-consumption com- 
ponent was up 6.6% and construction was up a whopping 
16.1%. This pace is set to slow, for several reasons. 

First, net immigration to June 2003 was 42,520 (ina 
population of only 4 million), but by November it was 36,780 
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Political Risk 


ALTHOUGH PRESIDENT Chandrika Kumaratunga insists that 
she has taken no decision on early parliamentary elections, 
most analysts believe that Sri Lanka risks its third parlia- 
mentary election in three-and-a-half years, with serious 
economic consequences, before the middle of this year. 

Neither Kumaratunga, with her sweeping executive pow- 
ers, nor her arch-rival, Prime Minister Ranil Wickremesinghe, 
who commands a parliamentary majority, are willing to 
yield ground enabling peace negotiations with the Tamil Tiger 
rebels, stalled since April 2003, to resume. 

On November 4, Kumaratunga took over three vital min- 
istries including defence. The 
prime minister says he cannot 
continue the peace process, as 
the president wishes him to 
do, without control of defence 
forces. This has endangered 
$4.5 billion in aid pledged by 
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and the trend is down. The expensive currency (up 25.4% 
in 2003 over 2002 and close to a 10-year high at NZ$1.47 to 
the United States dollar on January 13) has made New Zealand 
a less attractive destination while prospects have improved in 
source countries. Migrants bid up retail and housing demand. 

The second main factor is a fall in exporters’ incomes as 
a result of the high exchange rate. As a component of GDP 
growth, exports of goods and services dropped 1.8% in the 
12 months to September. 

The balance of trade in goods dropped from a surplus of 
NZ$920 million in the 12 months to November 2001 toa 
deficit of NZ$3.16 billion in the 12 months to November 2003, 
even though imports were slightly down. And education of 
foreign students will be weaker in 2004 after bad publicity in 
China over quality. 

So business confidence is edgy. In December, 16% more 
people polled were pessimistic than optimistic, against just 
3% more who were pessimistic in November. 

But there is countervailing good news. Firm world 
commodity prices have eased some exporters’ plights. House- 
building permits were at a 30-year high in November (and 
20.1% above November 2002), which should keep construc- 
tion strong well into 2004. And tourism was up 3.9% in the 
12 months to November, despite the high dollar and the 
outbreak in Asia of Severe Acute Respiratory Syndrome. 

Hence the encouraging consensus growth figure for 2004. 
If the international recovery holds its course, exports should 
firm in 2005 in time to offset the domestic slowdown. 

COLIN JAMES 





international donors to rehabilitate and develop the country, 
racked by two decades of ethnic war. 

The Central Bank of Sri Lanka has warned that while the 
hoped-for 6% GDP growth for 2003 may not be realized, despite 
5.6% growth in the first three quarters spurred mainly by 
services, the target of 5.5% for the full year will be met. It said- 
achievement of 6% growth would depend on the peace process 
moving ahead and the settlement of the “political impasse.” 

The risk of a widespread drought, which would hurt 
agriculture and the power supply, has been identified by the 
bank as “the other significant downside risk,” while strong 
economic recovery in the United States was seen as a positive 
external factor. 

Elections in Sri Lanka have traditionally been violent— 
and tourism, which prospered last year with a record half-mil- 
lion visitor arrivals thanks to the ceasefire, would be affected 
by a snap poll. Investor confidence, too, would be undermined 
by the poll alliance between 
Kumaratunga’s party and the 
Marxist Janata Vimukthi Pera- 
muna, which was responsible 
for two violent insurgencies in 
1971 and 1988-1989. 

MANIK DE SILVA 
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A Second Wind 


AUSTRALIA'S ECONOMY is again riding on simple commodi- 
ties. Forecasters are tipping consumer-driven growth will slow 
but farm production and exports, which include agricultural 
goods and base metals, will carry Australia’s growth in 2004. 
“The economy reached the end of 2003 with a considerable 
amount of momentum behind it,” said Sydney-based Com- 
monwealth Bank economist Michael Blythe in a report. “Growth 
approaching the government's 3.75% forecast looks easily achiev- 
able.” He added that Australia has had a strong rise in its 
terms of trade (the value of exports over imports) and a stronger 
global economy will continue to boost commodity prices. 

Said Commonwealth Securities senior analyst Craig James, 
after the release of December jobs data showing unemploy- 

“ment at a 22-year low of 5.6%: “It has been 35 years since 
Australia has maintained an unemployment rate below 6%, 
interest rates below 6% and an inflation rate below 3%.” 

In 2003, domestic spending fuelled growth. Spending on 
new dwellings, consumer durables and signs of asset-price 
inflation led the Reserve Bank of Australia, or RBA, to lift 
official cash—the overnight cash rate—twice in the last 
two months of 2003. Official cash, the benchmark rate for 
all lenders, is now at 5.25%. 

“Housing finance was up 23.3% in November, year on 
year,” says AMP Capital Investors’ economist Bob Cunneen. 
“Total credit was up 15% in November, year on year. The 
Reserve Bank would prefer to see that slow down to between 
5% and 10%.” 

“Australian consumers have been spending with their ears 
pinned back,” says Blythe, adding that recent rate hikes may 

“eventually result in a moderate reduction in some house 
prices. “Each 10% rise in real house prices adds 1% to con- 
sumer spending in the long run,” he says. 
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A FINE BALANCE: Exports are taking up where 
domestic consumption left off 


But Australia will benefit as rural production gains pace. 
Cunneen expects the farm sector to grow by around 14%, fol- 
lowing good winter crops in some states and a positive out- 
look for summer production. In a December quarter report, 
the Australian Bureau of Agricultural and Resource Eco- 
nomics, or Abare, says the second-largest winter grain crop 
on record will be harvested in 2003-04. Production will rise 
121%. Crops, mostly wheat, will make a big contribution to 
economic growth. 

But Macquarie Bank economist Brian Redican says that 
before crops are exported, empty silos must be filled to meet 
local demand. “Production is happening,” he says, “but the 
drought last year means that there is no grain in the silos. A 
121% increase in crops is very positive for the domestic 
economy, though export earnings may still be down.” 

Abare says earnings from farm exports will be $25.5 bil- 
lion in 2003-04 compared with $27 billion in 2002-03. Crop 
exports will remain roughly stable at $13.2 billion, but live- 
stock exports will drop about 11% to $12.3 billion as farmers 
rebuild flocks depleted by drought conditions. “The volume 
of farm production is forecast to increase by over 16% in 2003- 
04,” Abare says. “The total volume of crop production is fore- 
cast to rise by 45%, but the volume of livestock production 
is forecast to fall by 6.5%.” 

Australia’s dollar, at 77.98 U.S. cents on January 14, is up 
more than 30% year on year. Even against a basket of curren- 
cies representing major trading partners, the Australian cur- 
rency has risen about 25 % to 65.1 on January 14. Macquarie’s 
Redican says the Australian dollar’s climb will also diminish 
returns from commodities, which are priced in U.S. dollars, 
though some prices are at 20-year highs. Major miners BHP 
and Rio Tinto have just completed 12-month contract negoti- 
ations setting new prices with trading partners. “BHP Billi- 
ton and Rio Tinto have agreed with Japan's Nippon Steel to an 
18.6% price rise for iron ore (used in steel making),” Redican 
says. “Coal prices could also rise by up to 24%. 

“So what’s happening in 2004 is the composition of growth 
is switching,” he says. “Consumer spending and the household 
sector drove growth last year. But exporters are becoming much 
more important in the year ahead.” MICHELLE INNIS 
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STOCKMARKETS COMMODITIES 














Dow Jones Global Indexes Local Indexes Riese 
Index (Jan. 19) % chg YTD (Jan. 19) Mkt Unit Latest % chg YTD 
(an. 19) %chgYTD ` Australia 3,312.50 +0.20 Aluminium Ldn $/tn 1,610.00 +0.37 
Australia 218.75 +0.30 Bangkok 774.67 +0.33 Cocoa NY $/tn 1,597.00  +5.41 
China 88 145.39 +7.12 Bombay 6,064.10 +3.86 Coffee NY c/Ib 71.15 +9.55 
Hong Kong 234.28 +8.06 Colombo 1,083.67 +2.03 Copper NY c/lb 109.40 +4.64 
Indonesia 62.87 +14.31 Hong Kong 13,253.31 +5.39 Cotton NY c/lb 74.72 0.47 
Japan 80.01 +2.99 Jakarta 766.48  +10.78 Gold Ldn $/oz 406.60 -2.55 
Malaysia 111.86 +2.98 Karachi 4,684.12 +4.75 Oil: Brent Ldn $/barrel 30.57 +1.33 
New Zealand 183.67 +1.59 Kuala Lumpur 818.91 +3.15 Palm Oil KL Ringgit/tn 1,745.00 -1.63 
Philippines 67.34 +4.06 Manila 1,520.03 +5.38 Pulp OMLX $/tn 510.00 0.00 
Singapore 137.94 +3.56 Seoul 856.80 +5.69 Rice Bnk $/tn 222.00 +9.90 
South Korea 115.73 +8.73 Singapore 1,849.21 +4.80 Rubber KL Mc/kg 472.50 0.00 
Taiwan 121.94 +7.62 Taipei 6,269.71 +6.43 Soyabeans Chg c/bushel 835.75 +5.26 
Thailand 81.70 +2.16 Tokyo 11,036.33 +3.37 Sugar NY c/lb 5.79 +2.12 
U.S. Total Market 270.06 +2.81 Wellington 2,320.46 +1.85 Tin KL $/tn 6,450.00 -2.42 
Euro Stoxx 50* 2,879.94 +4.32 DJIA 10,600.51 +1.40 Wheat Chg c/bushel 398.00 +5.57 
FTSE 4,518.10 +0.92 AIG - Dow Jones Commodity Index 139.94 +3.45 
Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. *Dow Jones Stoxx ™ Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 
% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Australia (-1.52% on week) 
gan. 19) GDP CPI Current acct | Trade balance 1-mth interbank | Prime rate AS/$ 
Australia 2.5 (Sept Qtr) +2.6 (Sept Qtr) -26.52 (Sept) -15.06 (Nov) 5.47 9.50 1.29 
China 9.9 (Q4 '03) +3.2 (Dec) +35.42 (2002) +25.40 (Dec) 1.85 n.a. 
EU 0.6 (Q3 '03) +2.0 (Nov) +58.87 (Q3 '03) -14.85 (Nov) 2.09 n.a. 
Hong Kong 4.0 (Q3 '03) -1.9 (Dec) +18.43 (Sept) -7.99 (Nov) 0.06 5.00 1.30 
India 8.4 (Q2 '03/'04) +3.1 (Nov) +1.07 (Sept) -13.98(Nov) 6.00 10.63 
Indonesia 3.9 (Q3 '03) +5.1 (Dec) +8.90 (2002) +26.82 (Nov) 8.35 8.06 
Japan 1.9 (Q3 '03) -0.5 (Dec) +132.39 (Nov)  +87.97 (Nov) 0.06 1.38 1.31 
Malaysia 5.1 (Q3 '03) +1.2 (Dec) +11.87 (Sept) +37.14 (Nov) 3.00 6.00 
New Zealand 3.6 (Sept '03) +1.5 (Sept Qtr) -3.67 (Sept) -2.40 (Nov) 5.23 5.30 
Philippines 4.4 (Q3 '03) +3.1 (Dec) +3.43 (Sept) -2.10 (Nov) 6.16 9.16 1.32 
Singapore 3.7 (Q4 '03) +0.6 (Nov) +26.07 (Sept) +24.26 (Nov) 0.63 5.50 
South Korea 2.3 (Q3 '03) +3.4 (Dec) +14.90 (Nov) +14.11 (Dec) 3.72 4.24 
Taiwan 4.2 (Q3 '03) -0.1 (Dec) +28.63 (Sept) +17.07 (Dec) 0.97 0.85 
Thailand 6.5 (Q3 '03) +1.8 (Dec) +8.07 (Nov) +11.38 (Nov) 1.31 §75 1.33 14 15 16 19 20 
U.S. 8.2 (Q3 '03) 1.9 (Dec) -547.41 (Sept) -491.69 (Nov) 1.10 4.00 January 
Source: Government Statistics Source: MoneyLine Telerate 
FOREIGN EXCHANGE 
Key Currencies 
(Jan. 19) $1 worth Spot rate % chg YTD (Jan. 19) $1 worth Spot rate % chg YTD 
Australia dollar 1.3236 +0.29 Mongolia* tugrik 1,126.00 0.00 
Bangladesh taka 58.525 -0.04 Nepal rupee 73.00 0.00 
Brunei dollar 1.6999 +0.32 New Zealand dollar 1.524 +0.17 
Burma** kyat 885.00 +0.56 Pakistan rupee 57.32 -0.28 
Cambodia** riel 4,132.00 -6.75 Papua New G. kina 3.1954 +3.31 
China renminbi 8.2768 0.00 Philippines peso 55.60 -0.15 
European Union euro 0.8096 -1.98 Russia** rouble 28.791 +1.56 
Hong Kong dollar 7.766 -0.03 Singapore dollar 1.7081 -0.61 
India rupee 45.4075 +0.41 South Korea won 1,185.00 +0.59 
Indonesia rupiah 8,363.00 +0.51 Sri Lanka rupee 98.15 -1.27 
Japan yen 107.23 -0.02 Taiwan NT dollar 33.672 +0.88 
Laos** kip 10,360.00 +0.72 Thailand baht 39.00 +1.46 
Macau pataca 7.9993 -0.31 Vietnam* dong 15,668.00 -0.06 
Malaysia ringgit 3.80 0.00 
Other rates: HK$ = renminbi 1.0654 S$ = ringgit 2.2236 SDR = $1.4923 *Official rate **Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 


52 Far Eastern Economic Review January 29, 2004 








Win a Fellowship to Study 
Business Journalism in New York 





A Unique Opportunity for a Talented Journalist Working in Asia 


The Wall Street Journal, in association with New York 
University, is sponsoring a fellowship for a talented 
journalist currently working in Asia. The successful 
candidate will enter a 16 month graduate master's 
program in Business and Economic Reporting at 
New York University's Department of Journalism. The 
fellowship will cover most of the tuition fees and a 
stipend towards living costs.* 


Eligibility 

To qualify you should have a minimum of three years’ 
experience in print and/or online journalism, including 
at least one year working for an English-language 
publication/service. You should currently be working 
in Asia, have a long-term interest in business and 
financial reporting in Asia, be fluent in English and at 
least one Asian language, and have graduated from 
a fouryear undergraduate program or equivalent. 


* Finalists r 
the third s 
affiliates 
the Unit 


How to Enter 
Please write a |,000 word essay addressing the 
following topics: 
e why do you think business journalism matters in Asia. 
e what you expect to gain from the NYU program and 
what you think you can contribute to it 
e how your background, experiences and interests 
inform what you want to do as a journalist. 
e what role you expect to play in the region 
after graduation. 
Please also include a one-page resume detailing 
your education and work experience, plus copies 
of three articles written by you published in English. 


Closing deadline for entries is Jan 31,2004 
For full entry details and conditions, please visit 


http: //www.dowjones.com/awsj_nyul.htm 
or call (852) 2573 7121. 
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PERSONAL History 


Path to the Past 





CURRENTS 





“Lunar New Year is a time of homecomings, when millions take to the roads to revisit their families and 
native places. Here, Susan V. Lawrence recalls a recent journey she took to find the Chinese village 
where her mother was born in 1942, a time when China was gripped by war and revolution 


“WE'VE COME FROM BEIJING because we 
think my grandparents may have lived here 61 years 
ago,” I tell the young couple in the shop in Diaoli. 
It's a village of 500 people in western Hebei 
province, a long day’s drive from Beijing. My words 
must seem odd coming from someone who looks 
_as Western as I do. “Are there any old people in 
the village who might remember them?” I ask. 
The couple look at me uncertainly. But a man 
squatting on the floor takes a long drag on his cig- 
arette and stands up. “There's an old man who lives 
up the hill from here,” he says. “I'll take you.” 
_. We pass courtyard houses with satellite dishes, 
_pigsties, wandering dogs and strutting chickens. 
And then we are standing in the courtyard of 9o- 
year-old Su Zhenyun, who's sitting outside, enjoy- 
ing a balmy auturnn day. 
Yes, there were English people living in the vil- 

lage back then, he confirms matter-of-factly. “They 
«were very tall,” he says. One had a Chinese wife. 
-They lived in the courtyard house just across from 
this one. But the house isn't there anymore, he 
adds. The Japanese burned it down. 
__. That tall foreigner with the Chinese wife was my 
British-born grandfather, Michael Lindsay, who had 
‘come to China in 1938 to teach at an American mis- 
sionary university on the outskirts of Beijing. Not 
long before, the Japanese army had begun their 
occupation of Beijing. Michael quickly stumbled 
upon the communist resistance operating in the 
hills outside the city, and soon began secretly run- 
ning supplies to them, recruiting a student, Li Hsiao 
Li, to help him. Romance blossomed, and Michael 
: and Hsiao Li married in the summer of 1941. 

=» The Japanese were aware of Michael's links 
to the resistance, but didn’t arrest him because 
Britain was not yet at war with Japan. But after the 
Pearl Harbour attack in December 1941, Michael's 





“Busan Ve Lawrence 


DIAOLI, CHEN ZHUANG, WENTANG AND JIAOQINGLI, 
HEBEI PROVINCE 


nationality offered him no protection. He and Hsiao Li fled to the 
communist-controlled countryside as soon as they heard news of 
the attack on the radio, abandoning their home just minutes ahead 
of Japanese police sent to detain them. In the spring of 1942, com- 
munist commanders assigned them to live in Diaoli. 

Later that year, in September, a nurse told my heavily preg- 
nant grandmother that the baby she was carrying was in the . 
breech position—it would be born seat-first. The only available 
doctor couldn't handle such a complicated birth, so the eight- 
months-pregnant Hsiao Li had no choice but to travel, by foot and 
by donkey, to a place where she could give birth safely. 

I grew up with what felt like almost mythical tales of my 
grandmother's trials. Last year, just before leaving China to work 
for the Review in Washington, I decided to retrace her journey, 
accompanied by my maternal uncle and my sister-in-law, and". - 
in spirit—by Hsiao Li, who's now 87 and who kept in touch by~ 
cellphone from Beijing, where she was living with us. And 
that’s why I found myself one morning last September in Diaoli, 
standing before the site of the “The International Hotel,” as the - 
foreigners who lived in the big house called it. 

For some, this was just a transit point as they made their way =- 
to Chongqing in western China, from where they could get flights. 
home. Others, including Michael, offered their services to the com: 
munist resistance and settled in for a longer stay. Michael wasa 
trained economist but also an amateur radio technician. For the 
five months he and Hsiao Li lived in Diaoli, he taught commu- 
nist soldiers how to build radio transmitters and receivers. Hsiao 
Li, a Chinese national who acquired British citizenship with her 
marriage to Michael, taught them simple English. 

Her duties weren't taxing. She kept a diary, and its entries from 
the summer and early autumn of 1942 recount lazy days of advanc- 
ing pregnancy. Then, on September 13, came the fateful visit 
from a nurse, where Hsiao Li learned that her baby was the wrong 
way up. She soon realized the danger she was in. “I feel I absolutely 
cannot die,” Hsiao Li wrote in her diary a few days later. “I still have 
so many things left to do that a young person should do. So many. 
Especially I carit leave Michael. I love him too much.” 

Local officials decided Hsiao Li would have to travel to ®P 
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the military region's medical headquarters in Kang’er Gou, a jour- 
ney of 100 kilometres by road today. And so Hsiao Li set off on 
September 25, accompanied by a groom named Zhao Deng- 
shan to look after the donkey, and a staff officer surnamed Li. 
Michael didn't go with her, and in that era, no one, including Hsiao 
Li, seems to have thought he should. Just days before she left, 
Japanese planes flew over Diaoli, strafing the ground and bomb- 
ing several nearby villages. On the eve of her journey through a 
war-torn country, Hsiao Li’s diary recorded her fears: “I was 
very upset today,” she wrote. “Cried half the day.” 


Hs1ao Li and her companions spent their first night in Chen 
Zhuang, one of the villages so recently bombed, where a family took 
them in. Hsiao Li didn't find her hosts easy to talk to, and she 
was glad to put the village behind her the following day. 

Today, Chen Zhuang is a flyblown town at the intersection of 
two highways, 22 kilometres north of Diaoli. A broken-down truck 
sits in the middle of the dirt track that passes for a main street. Ven- 
dors sell fruit and vegetables at the side of the road. Like my grand- 
mother, we're glad to put Chen Zhuang behind us. 

On the second day, Hsiao Li’s destination was Wentang, a vil- 
lage known for its hot springs. There they fell in with a com- 
pany of communist soldiers, who arranged for Hsiao Li to share 
a room with the visiting wife of a senior official. 

In 2003, we have trouble finding the village. It doesn't appear 
on any maps. With directions from locals, we leave the highway 
and head east along a narrow road, then south along a river bank. 
Wondering if we'll ever find Wentang, we suddenly see the glow 
from a small village shop. “Can you tell us how far it is to Wentang?” 
we ask the young couple running the shop. “This is Wentang,” 
the husband informs us. “Are you looking for the hotel?” 

He hops into our car and guides us down the track to the 
unlikely Wentang Guest House. The manager, Yang Jinguo, 
comes out to meet us. “Do you want to eat first or bathe first?” he 
asks, as if foreigners arrive every day for 


baths. We subsequently find out he’s only LOOMING PACK: 


Jiaogingli (right) was 


worked here for a month, overseeing an the birthplace of 
ambitious renovation, and that we are Michael and Hsiao 
almost certainly his first paying guests. Li’s first child 


Later, Yang tells us all about the curative 

properties of the springs, and adds that many famous people— 
including Mao Zedong—bathed here. Gently, we tell him that we 
know about the history. After all, that’s why we're here. 

“Got up and had a bath first thing,” Hsiao Li reported in her 
diary on September 27. “This is my first bath in half a year. I also 
washed my hair.” Then she and her two companions set off for what 
was meant to be the last leg of their journey to Kang’er Gou. 


“TODAY THE DONKEY is very unstable,” Hsiao Li wrote of 
that day’s travelling. “Very hard to ride. So I got off and walked 
... I’m very tired.” Her arrival in Kanger Gou should have marked 
the end of her journey. It wasn't to be. She awoke on September 
28 to find the medical headquarters in chaos. Communist scouts 
reported Japanese troops nearby. The order soon went out for 
everyone to evacuate. “There is nothing more disastrous than 
this,” Hsiao Li wrote, adding bitterly, “Just got here.” 
Accompanied now only by the groom and the donkey, Hsiao 
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Li joined the other evacuees on the 17-kilometre 
trek to Datai, where a company of communist 
troops was temporarily stationed. “Really tired 
today,” she wrote in her diary. 

But she would soon have to summon yet more 
reserves of energy: In the middle of the night, local 
commanders ordered Hsiao Li and another preg- 
nant woman to move to a new village high in the 
mountains, where they believed the women would 
be safe from the Japanese. The women travelled 
by stretcher into the mountains. “In very difficult 
places, I got off to walk,” Hsiao Li noted. After 
“thousands of difficulties,” they arrived in the vil- 
lage of Jiaoqingli. Its remoteness gave Hsiao Li 
hope. “The devils probably won't be able to come 
here easily,” she wrote of the Japanese. 

After her dramatic arrival, Hsiao Li's life set- 
tled down into a routine, but Michael was always 
in her mind. “Hope Michael can write something 
to me, tell me how he is,” she wrote on October 12. 
Three days later, she’s in feistier mood: “I hate 
Michael [for] not writ[ing] to me. That means I 
think of him very much.” 

On the afternoon of October 15, to Hsiao Li's 

` relief, a trained midwife reached the village. That 
night Hsiao Li went into labour. Nine-and-a-half 
hours later, the baby arrived in the world, bottom 
first. The child, Hsiao Li noted, “looks perfectly 
like me, only the hair is Michael's.” 

That child, Erica Lindsay, was my mother. 


ARRIVING IN JIAOQINGLI last September, we 
marvelled at how anyone—never mind a heavily 
pregnant woman—could ever have reached it. The 
village is so remote that, though it is in the province 
next to Beijing, it only got electricity and running 
water in 1996. We expect some surprise when 
we explain our errand. “We're here because we 
“think my mother was born here 61 years ago,” I 
say to a small crowd of villagers. We're taken to see 
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ON THE WAY: Susan Lawrence meets some villagers along Highway 207 


a white-haired, bed-ridden 87-year-old, Zheng Xiuying. She does- 
nt understand my Chinese, so her grandson translates. “I don't 
know,” is all she says, over and over again. 

One of the villagers who followed us in to see the old lady is 
An Cai, a kindly 74-year-old in a blue cotton cap and faded blue 
jacket and trousers. “It isn't easy to find anyone who remem- 
bers now,” he tells us. “Those who are old enough to remember 
dont have clear heads.” None of the original houses are still stand- 
ing, he adds. Sometime after my grandmother left here, the Japan- 
ese arrived and burned down much of the village. 

We hike up above the village, clambering over boulders on the 
sloping valley floor between steep hills terraced with tidy corn 
fields. On our way back down the track, An Cai calls to us. “The 
old lady,” he says when we return to him. “She remembers. 
She says a woman came here and had a child. In that room. In 
the room that used to stand where her room is now.” 

Did she really remember, or is An Cai just trying to make 
us feel that our journey hasn't been in vain? We don't know the 
answer, but we leave with a warm feeling. = 





AND THE WINNERS ARE... 





Here are the answers to our annual quiz 


1. (A) The U.S. stance on 
Taiwan-China relations was 
“strategic ambiguity.” 

2. (D) WiFi (Wireless Fidelity) 

is a play on “HiFi.” 

3. (D) Mahathir Mohamad 
didn’t cite the success of 

Ben Stiller as evidence of Jewish 
power. 

4. (A) Donald Rumsfeld was 
referring to the difficulties in 
assessing alleged links between 
Iraq and Al Qaeda. 

5. (A) SK Global creditors got 48 
cents on the dollar. 


6. (B) China’s oldest factory, 
which filed for bankruptcy, was the 
Wang Mazi Scissors Plant. 

7. (C) The best-performing 
stockmarket was Thailand’s. 

8. (A) Vijay Singh won $7.6 million 
on tour. 

9. (D) Shanghai decided to ban 
bicycles from its streets. 

10. (D) Antony Leung defended 
his car purchase by saying his 
baby wouldn’t be comfortable in 
his old car. 

11. (A) Inul Daratista’s “drilling” 
involved gyrating her hips. 


12. (B) Singapore allowed a 
screening of The Rocky Horror 
Picture Show. 

13. (B) An N95 is a face mask. 

14. (C) The average age of Prince, 
Neil Young and the members of The 
Rolling Stones and Air Supply is 56. 
15. (D) Despite Sars, Asian 
advertising spending rose 1%. 

16. (C) It was Yang Liwei who 
mistakenly confessed to cheating. 
17. (D) Blogging is onsine 

journal writing. 

18. (C) Tama-chan—the hope of 
humanity—was a bearded seal. 


19. (C) Faye Wong's offending 
lyrics were, “Opium is warm 
and sweet.” 

20. (B) The nickname of 
Philippine presidential hopeful 
Fernando Poe Jr. is Da King. 


One-year gift subscriptions to the 
Review go to Radha Mohan Durbha 
and Anthony Kosturjak; Review gifts 
go to runners-up Xuan Tran, Paule 
Ignatio and Dennis Chan. The 
competition is now closed, and the 
judging decisions are final. Thanks 
to all who took part. 





Tales of Life and Death in India 


Do you bite the curry, or does the curry bite you? There’s danger everywhere in 
the world’s least predictable country 


NORMAL LIFE IN INDIA (not that 
there is such a thing) is becoming increas- 
ingly dangerous. In recent weeks, four 
unusual perils threatening individuals in 
that fascinating country have come to my 
attention. These are: 

1. Going to a bar and being beaten to 
death with broomsticks. 

2. Going out for a curry and suffering 
chemical burns. 

3. Going for a drive and dying from killer 
advertisements. 

4. Going out for a walk and having your 
brain smashed by raindrops made of 
rock. 

Some of these are more dangerous 
than others, but all are uniquely Indian 
ways of being injured or killed. 

The first of these threats has been 
deliberately instigated for positive rea- 
sons. I refer to the informal new regula- 
tion in bars in Goalpara, a town in the 
scenic northeastern state of Assam. 

Disgusted by the amount of time 
their menfolk spend drinking, local wives 
have organized The Broomstick Rule. 
This allows groups of females to enter 
drinking places and violently attack men 
with brooms. Drinkers are pulped until 
they crawl home. 

The broomstick policy replaces an ear- 
lier one that attempted to use education 
to inform men about the evils of booze. 
“We tried creating awareness about the ills 
of drinking, but alcohol addicts seem to 
understand only one language: that of the 
stick,” Usha Paul, spokeswoman for the 


BY NURY VITTACHI 





HAVE A TALE TO TELL? 
Call (852) 2831 2502, 
fax (852) 2503 1530, or 
= write to GPO Box 160, 
eee ‘Hong Kong. 
_ By e-mail: tales@feer.com 
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broom-wielders, told The Hindustan Times. 

The technique has been a great suc- 
cess, with alcoholics miraculously cured 
and drinking dens emptying at speed. 
Some believe The Broomstick Rule will 
spread to other towns and cities in the 
country. Women all over India are getting 
feisty, and not before time. The country’s 
first all-female political party was formed 
recently. Called The Womanist Party of 
India, members have to be women and 


WAITING ROOM: This unfathomable 
sign, spotted by reader Kevin Socha 
in a factory in Shaoxing county in 
China’s Zhejiang province, appears to 
be reserved for Salman Rushdie 


pledge allegiance to the Mumbai-based 
group's womanist principles. But it is not 
at all clear what these are. The logo is a 
female hand wearing bangles. “We are 
not feminist but we are womanist and we 
believe in womanism,” explained Varsha 
Kale, the president of the party. 

So give up the booze, guys. If you can't 
drink, you can at least go out and engage 
in the macho competition of eating ever- 
hotter curries—or can you? Being an ` 
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adventurous diner in India is risky these 
days. Not only can your tongue be singed 
by the temperature of the food, but chilli 
can cause chemical burns. An Indian 
friend of mine once anaesthetized his 
entire face by eating too-hot chillis. 

The poster boy for people injured by 
curries is Jitender Mohan Gupta. He was 
eating at Nirula’s Snack Bar in New Delhi 
when a waiter spilled a bowl of sambhar (a 
soupy mixture of lentils and hot spices) 
over him. Not only did it ruin his clothes, 
but he found himself itching for three 
days. Staff refused to let him record any- 
thing in their complaints book, but offered 
him compensation in the form of a free 
curry instead. The judge said the offer of 
a free lunch “added insult to injury.” India 
being India, this particular case was 
resolved recently—after a mere 16 years 
in the courts. The restaurant was fined the 
equivalent of two U.S. cents. 

The once-burned Gupta may like to fol- 
low the lead of Prahlad Jani, 76, an Indian 

~ holy man who decided as a child that he 
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couldn't be bothered with eating and gave 
it up completely. He says he has not eaten 
or drunk anything for the past 68 years, 
which he has spent living in a cave. Scep- 
tics recently challenged him to live in a 
sealed room, watched by doctors, with- 
out food and water. He stayed in such a 
chamber at Sterling Hospital in Ahmed- 
abad for 10 days, and came out alive and 
well. Doctors acknowledged that it was (a) 
impossible but (b) he had done it. 

If you cant drink or eat, at least you can 
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HOLY COW: Reader P. 
Yesuthasen saw this 
sign in a shop window 
in Musoorie, North 
India. “Better a hole in 
the ear than a hole in 
the head,” he said 


go out for a drive. Or can you? Motoring 
is becoming lethal in India thanks to “killer 
advertisements” erected at roadsides. 

Of particular interest in this regard is 
the increasingly notorious Khairatabad fly- 
over in Hyderabad. There are more than 
50 billboards at the sides of this road, 
many of them featuring the sort of under- 
wear-clad women that appear in garment 
advertisements all over the world. 

But in conservative India, motorists 
don't just glance at these kinds of ads as 
they speed past. They slow down or stop 
their cars on the highway to have a good 
look. While doing so, the trucks behind 
run them over. 

“Hoardings lure motorists to death,” 
a headline in The Times of India reported 
recently. In reply to these concerns, adver- 
tisers point out that the billboards “fetch 
good revenue” for the local authorities. 

So forget the car. Go out for a walk— 
but not in Jaiprakash Nagar, a town near 
Calcutta in eastern India. In that town, 
it has regularly been raining stones for 
two hours after sunset. 

The first time it happened, townsfolk 
thought that mischievous individuals 
might be playing tricks on them. But after 
failing to locate any human source of the 
vast numbers of small rocks falling from 
the sky, they realized that the “stone rain” 
could only come from an evil spirit in the 
clouds. “Some of us have performed puja 
in our houses to ward off the evil spirit,” 
a resident told The Telegraph of Calcutta. 

The stone rain has fortunately not 
killed anyone yet, though the bars are suf- 
fering, since people aren't going out for 
a drink in the evenings. 

Which saves them being beaten to 
death by marauding gangs of women 
bearing broomsticks, I suppose. You have 
to look on the bright side. = 
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Books: BURMA 


An Iron Grip 


Burma’s ruling junta has long resisted reform. 
Mary Callahan’s book explains that it will 
probably keep doing so, writes Bertil Lintner 


WHILE BURMAS military government presents the out- 
side world with various road maps to democracy and the 
possibility of a return to civilian rule, Mary Callahan, a pro- 
fessor at the University of Washington, presents in her excel- 
lent study, Making Enemies: War and State Building in Burma, 
the reasons why the Burmese generals are so resistant to 
political reform. 

At Burma’s independence from Britain in 1948, the army 
was a small and rather insignificant force consisting of a 
few thousand former anti-colonial guerrillas, Callahan 
explains. But a civil war between the post-independence 
Burmese government and a plethora of ethnic insurgencies 
transformed the Burmese army into a powerful and largely 
autonomous force. 

The transformation was helped by one of the earliest and 
most persistent covert Cold War conflicts, involving United 
States-funded incursions by nationalist Chinese Kuomintang 
troops based in northeastern Burma across the border into 
communist-ruled China. The Burmese army was sent into the 
northeast to rid the area of the Kuomintang intruders. The 
army was allowed to expand and became very suspicious of 
outside meddling in the country. 

By 1962, the army had grown so strong that its chief, Gen- 
eral Ne Win, overthrew the democratically elected govern- 
ment of Prime Minister U Nu and replaced it with a military- 
dominated revolutionary council. The army has never let 
go of its power since. It probably never will. 

Callahan had unique access to military archives in 
Burma, and her book covers in detail the rise of the army as 
a political force, but she was never allowed to see any doc- 
uments relating to developments after 
the coup 42 years ago. “You don't need 
to see the files on what happened after 
1962,” Col. Ye Htut, a Burmese military 
researcher, told her. “The Commission 
for Compiling the True Facts of Myan- 
mar [Burma] History—no, I mean the 
Authentic Facts of Myanmar History, 
you know what it’s called—is writing 
that book. You can buy it.” 

Following a 1988 popular uprising 
for democracy the Burmese military has 
stepped up rewriting the country’s his- 
tory to suit present-day policies. The 
heroes in this version are not the 


maxing Enemies 





[ Making Enemies: 
War and State 
Building in Burma ] 
by Mary Callahan. 
Cornell University 
Press. $39.95 
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SITTING TIGHT: Burma's army is unlikely to budge from its position 


philosophers, Buddhist scholars and intellectuals but the 
warrior kings who conquered territory from their neigh- 
bours. Judging from the official propaganda, Burma has 
always been a militaristic state ruled by soldiers. Calla- 
hans book is therefore a badly needed counterweight to these 
attempts at hijacking history. 

As the Burma scholar Jan Becka has pointed out, the war- 
rior kings conquered territory from eastern India to west- 
ern Thailand, but they failed to create an effective adminis- 
tration in those areas. The stability of their conquests rested 
solely on military might, and the constant wars exhausted the 
country’s human and material resources. 

Therefore, one Burmese empire after another fell apart 
after the death of each ruler. The British built an alien admin- 
istration dominated by civil servants imported from India. The 


January 29, 2004 


generals in power today have reverted to 
the medieval practices of the warrior 
kings—and that is why Burma still is in 
such a mess. And why, as the first part of 
the book’s title suggests, it is making ene- 
mies everywhere. 

The only problem with Callahan's 
book lies in the “state building” part of 
the title. Burma’s military rulers have 
always emphasized the importance of the 
Burmese “state,” and many Western aca- [Burma’s Armed 
demics have uncritically picked up the anon 
term as well. But the crux of the matter by andrew Selth. 
is that Burma’s rulers—from the warrior Eastbridge. $29.95 
kings and the British colonial masters to 
today’s junta—have consistently failed to establish a func- 
tioning state in the country. 

Even if Callahan's work is thin on material about the post- 
1962 period because of denied access, she describes the 
mentality of today’s military rulers, with its legacy of distrust 
between them and the population. The Burmese military 
has never fought any outside forces. The enemies have always 
been within: ethnic and communist rebels, and, after 1988, 


BurRMa’s 
ARMED 
FoRCES 


POWER WITHOUT GLORY 





THE ARMY HAS NEVER LET GO 
OF ITS POWER SINCE [1962]. AND 
IT PROBABLY NEVER WILL 


the urban-based pro-democracy movement. In other countries 
such as Argentina, Chile, Guatemala and Indonesia, military 
rule was always short-lived, and nonmilitary social forces— 
non-governmental organizations and various advocacy 
groups—managed to survive periods of repression. In con- 
trast, Callahan points out, there are no reports that anyone 
inside Burma’s armed forces “is questioning the propriety of 
“treating citizens as enemies.” Even a compromise with the 
opposition would be seen as a capitulation, so the army sim- 
ply manipulates the course of events to perpetuate military 
tule, not to change the way in which the country is ruled. 
Callahan's book should be read together with Burma’s 
Armed Forces: Power Without Glory by Australian Burma scholar 
Andrew Selth. His study, published in 2002, covers what Calla- 
han's doesn't: the expansion of the military after 1962, and 
again after 1988. As the title of his book suggests, the mili- 
tary may be in power, but there is little pride attached to its 
dominant role in Burmese society. Selth writes that “the cre- 
ation of a privileged caste of military personnel seems designed 
to ensure the loyalty of those on whom the regime currently 
depends for its position.” It doesn’t therefore matter if the 
armed forces remain despised by their own people and con- 
demned internationally for its abysmal human-rights record. 
“They are determined to remain in power at all costs. = 


Bertil Lintner is a senior writer for the REVIEW and 
author of a number of books on Burma 
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The newly-established China Policy Institute (CPI) at the University of 
Nottingham seeks to appoint a high-calibre Director with strategic vision 

to lead and develop the CPI as a centre of excellence on all aspects of 
contemporary China. The CPI will research, monitor, analyse, and 
subsequently develop and evaluate, policy developments on China, working 
with government, business and academe in the UK and China. In addition 
to its location at the University of Nottingham and offices in London, 
additional support will be provided from the University’s Shanghai office 
and other bases in China. 


























A competitive salary will be offered; a secondment may be considered; 
and, for a suitably qualified candidate, a professorial title will be available. 


Informal enquiries may be addressed to Elizabeth Wright, Executive 
Chairman, China Policy Institute, Email: Elizabeth. Wright@Nottingham.ac.uk 
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Nottingham, University Park, Nottingham NG7 2RD. Tel: 0115 951 3266. 
Fax: 0115 951 5205. Please quote ref. RAL/033. 

Closing date: 6 February 2004. 


This post is open until filled - review of applications from 
6 February 2004. 
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C E 0 C A L L MICHAEL GLOVER, CEO, Oriental Brewery 
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A Spirited Fight 


Oriental Brewery lost its pre-eminent position in the Korean beer market when it 
ignored younger beer drinkers. Now it’s wooing them with a vengeance 


WHEN MICHAEL GLOVER took over the top Brewery is expected to increase its market share to 47% this year 
post at Oriental Brewery on September 2000, he from the current 44%, according to industry insiders. The com- 
knew drastic action was needed to restore its lead- pany aims to return to No.1 within three years. 

ership in the local beer market. The company, After two years of research and development, the com- 
once the largest brewery in Korea, had slipped to pany recently introduced its Q-Pack, a six-plastic- 


bottle, 1.6-litre product, to the Korean market. 
Its sales have exceeded the wildest expecta- 
tions of company executives including Glover 
himself, say Oriental Brewery officials. 

Beer in plastic bottles is already available 
in the United States and Eastern Europe. But 
Glover says it’s ideal for the Korean market 
because of the drinking habits of Koreans. Peo- 
ple in the Europe and in the U.S. drink out 
of the bottle. “But I noticed that Koreans pre- ~ 
fer to pour beer into glasses, making medium- 

size 500-millilitre and 680-millilitre con- 
tainers popular,” he says. One drawback of 
using glass bottles is that they can be diffi- 
cult for consumers to carry around. “The 
advantage of the plastic Q-Pack is its greater 
portability,” he explains. 

Glover worked as a marketing 
manager at Labatt Breweries in 
Canada for five years until he 

was posted to Korea. After grad- 
uating from Wilfrid Laurier Uni- 
versity in Ontario with a degree 
in business administration;~ 
Glover at 26 was promoted to 
marketing manager at Pepsi- 
Cola Canada Beverages. He plays 
golf, travels and reads in his 
spare time. 
Glover notes that his company 
is undeterred by Korea’s reputation for 
tough labour unions. He says labour dis- 
putes all boil down to a lack of communica- 
tion between the management and workers. 
Oriental Brewery’s two labour unions are 
given the opportunity to express their opin- 
ions to management through a workers’ coun- 
cil that meets once every quarter. 

“feel confident that if we focused on the fun- 
damental issues of communication and having ° 
good relations with our workers, we could make 

it work,” he says. KIM JUNG MIN 


second and last place in local beer sales. By 
then, its market share, as high as 70% five 
years earlier, had fallen to less than 50%, 
eaten away by new products from its rival, 
Hite Brewery. 

The company boasts a long tradition 
of making beers like OB Lager, its flagship 
product among beer-loving middle-aged 
consumers. Many industry analysts, how- 
ever, blamed the crash of the OB brand 
on the lack of marketing strategies and 
an absence of image-improvement. “After 
conducting a series of brand-recogni- 
tion surveys, we’ve found out young con- 
sumers were fed up with our brand 
image,” says Glover, chief executive offi- 
cer at Oriental Brewery. 

The key to success in the 
local beer market is to build up 
strong brand loyalty among 
young beer consumers in 
their 20s and 30s, who 
make up over 75% of the 
market. Glover ordered 
his staff to come up 
with innovative mar- 
keting strategies to 
rejuvenate its brand 
image and label design 
to appeal to young beer 
consumers. A brand-building cam- 
paign using mobile phones was one 
of them. Last April, Oriental Brew- 
ery distributed electronic coupons 
for free trials of OB beer through 
mobile phones to young adults in their 
20s, in partnership with mobile carri- 
ers. “It has been a smash hit,” Glover 
says. The one-month campaign attracted 
some 1.1 million young Koreans, 

Today, Glover finds his company’s 
fortunes greatly improving. Oriental 
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CNB 


a service of NBC and Dow Jones 


KNOW IF YOUR SHIP’S COMING IN. 


Everyday, CNBC brings you the latest and the most up-to-date business and financial news from every corner of 
the world. In short, an ocean of timely and critical information to help you steer your course towards success. Profit from it 





A- TO SEE WHERE DUBAI'S HEADED, 
TAKE A LOOK AT THE HORIZON. 





Looking at the Burj Al Arab, the world’s largest and only 7-star hotel, it’s hard to believe that just 30 years ago Dubai was 
one of the least developed cities in the world. Today, the city is one of the most sought after holiday destinations. And despite 
an international downturn in travel, Dubai’s hotel occupancy rate showed an increase of 34% with over 7.5 million people 
visiting the city in the last 4 years. To know more visit www.dubaiexpect.com 
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Letters 


_ EMBARRASSED 
It was downright humiliating to read 


that Malaysian car maker Proton had 
asked Prime Minister Abdullah Ahmad 
Badawi for another 20 years of protec- 
tion [Tycoons in Trouble, Jan. 15). 
Despite being the No. 1 car seller 
in Malaysia for the past two decades, 
Proton has failed to capitalize on its 
volume of sales. Proton also did not 
make it to the list of 10 best Malaysian 


companies in your REVIEW 200 sur- 


vey. This reeks of inefficiency, com- 
promised quality and a languid atti- 
tude towards customer feedback. I 
am embarrassed that Proton is a 
Malaysian company. 


JACOB ZACHARIAH 
Klang, Selangor 


CONCESSIONS 

With regard to your editorial Mushar- 

raf’s Domestic Opposition [Jan. 29], I 

must say that India already has offered 

substantial concessions to Pakistan. 
Reducing the number of troops 


‘inside Indian Kashmir, as you sug- 


gest, is entirely contingent on the 


-Islamist terror groups. As long as they 


keep indulging in mischief-making, 
India must maintain a presence to 
avoid carnage. However, Indian lead- 


~ers are talking to moderate separatists 
‘with the hope that the groups can per- 
-Suade others to stop the militants. 
“Still, India should stick to its princi- 


pled position of not negotiating under 


-the threat of terrorism. 


KAUSHIK KAPISTHALAM 
Atlanta 


COUNTER-PRODUCTIVE 

Your article Royal Pain [Dec. 4], regard- 
ing Cambodia’s failure to form a new 
government, shed important light on 
the current stalemate in the country. 
The Alliance of Democrats, formed 
between Sam Rainsy’s self-named 
party and the royalist Funcinpec party, 
now is doing itself more harm than 
good. No doubt there were impropri- 


“ties in the last election, but there is no 
-way that they could have affected the 
final results. 





“The truth is that the largely uned- 


_ucated rural majority in Cambodia is 
_very loyal to the Cambodian People’s 
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Party, and the CPP won thè election. 
Now, by contesting the election for 
such a long time, the opposition’ has 
seta dangerous precedent. What 
happen if future elections bring 
opposition party to power? The CPP 
now has justification to use obstruc- 
tionist ene even if the other side 
were to legitimately win the election, 
because that is what the Alliance of 
Democrats is doing right now. 

If the alliance wants to win an elec- 
tion, they need to merge into one party 
(a split opposition can never win), form 
a government and get back to work. 
Their current tactics are actually endan- 
gering the cause for which they are sup- 
posedly fighting. 

RICHARD K. GILBERT 
Richmond, California 


POLICE NEEDS 

I refer to your article Police Report 
[Jan. 8], on Prime Minister Abdullah 
Ahmad Badawi’s announcement that 
the government was setting up a royal 
commission to comprehensively re- 
view the Malaysian police force. 

The police force needs a boost in 
morale. The main issues that plague 
the force are low dignity among officers 
and low wages. What the government 
can do is upgrade the wage structure 
and bring about more professionalism 
by offering continuing education and 
training. Once pride in work is taken 
care of, the rest will follow. 


CHRIS YONG 
Subang Jaya, Selangor 


UNFINISHED BUSINESS 

Peter Brookes’ 5th Column article, 
Why Bush Acted on Taiwan [Dec. 25, 
2003-Jan. 1, 2004], may leave readers 
with the impression that the Taiwan 
issue is all about democracy. This is far 
from the fact. The status quo regard- 
ing Taiwan is the result of an unfin- 
ished civil war from 1949 between 
communists and the Kuomintang. 


LI WEI 
Shanghai 
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Bird F lu How dangerous is it, or can it be? Health officials don’t know, but 


have a few guesses. So why not keep live fowl out of markets in crowded cities? 


THE DEBATE making the rounds is whether bird flu, which 
has struck 10 Asian countries so far, is worse than last year’s 
outbreak of Severe Acute Respiratory Syndrome. (See related 
article on page 12.) So far it isn't, as far as danger to the gen- 
eral population is concerned. But given what we know about 
influenza, it could be—if public-health officials aren't given 
enough information. Indeed, even with new infectious diseases, 
the world on the whole is healthier today because our ability to 
share information allows for wide-ranging preventative meas- 
ures and collaborative research. 

The flu is a particularly fast-spreading disease. But for most 
people, it causes no more than a runny nose and aches. The real 
problem comes with flus we know little about. 

That’s why bird flu causes concern: We don't know enough to 
control it. In fact, it’s still a puzzle how the current outbreak 
descended almost simultaneously on farm poultry populations 
across Asia. One theory is that migratory birds spread the virus. 
But why only to farm poultry? Why aren't more wild birds falling 
> dead on the ground? We don't know. But what we do know is 

~ enough to convince public-health officials of the need for caution. 

Birds are susceptible to 15 kinds of influenza viruses, a 
few of which have a mortality rate—remember, only among 
birds—close to 100%. A flu virus, however, can quickly mutate— 
its greatest defect, at least to organisms it infects, is that it 
cart repair genetic errors that occur when it reproduces itself, 
which can lead to old strains of viruses being replaced by new 
genetic variants. An outbreak in the early 1980s in the Ameri- 
can state of Pennsylvania of the H5N2 virus initially caused only 


low mortality rates among chickens. Six months later, it killed 
up to 90% of infected poultry. 

Current human bird-flu cases have come through contact with 
sick birds; danger is limited to those exposed to live fowl. But it 
can get tricky: The bird-flu virus infecting humans is the same 
H5N1 subtype that sickened 18 people in Hong Kong in 1997. 
According to the World Health Organization, the “H5N1 is of par- 
ticular concern for several reasons. H5N1 mutates rapidly and has 
a documented propensity to acquire genes from viruses infecting 
other animal species.” If more people get infected by H5N1, the 
risk rises that humans can become a mixing bowl for a new 
virus subtype—when it replicates—with enough human genetic 
material to be passed from person to person. That’s why though 
tardiness in reporting bird-flu outbreaks in chickens is foolish, 
late reporting of human infections—even when only suspected— 
can be foolishly dangerous. Public-health experts need full dis- 
closure to devise specific prevention strategies. 

More generally, as far as precautions go, the practice should 
be that live poultry is kept away from dense population cen- 
tres. Hong Kong is free of infection this time. Still, why go on 
selling live chickens for fresh slaughter in urban wet markets? 
The practice is common in many other cities as well. Yet live poul- 
try long has not been available in Singapore’s wet markets. Adopt- 
ing this approach would be one simple step to remove an oppor- 
tunity for the virus to invade Asia's teeming cities. We don't know 
much about bird flu, but do know enough to be cautious. Beyond 
that, a commitment to full disclosure by governments would 
go a long way to assuage fears. = 


Kashmir Thaw A reason for cautious optimism 





A YEAR AGO, no one would have fore- 
seen the progress that’s been made over 
Kashmir in the past several months. Last 
week, Indian Deputy Prime Minister Lal 
Advani held talks with moderate leaders 
of the All Parties Hurriyat Conference, an 
umbrella group of Kashmiri separatist 
parties. Surprise: The talks were as suc- 
cessful as hoped. 

Mr. Advani and moderate leaders of 
the Hurriyat agreed they wanted peace, 
and promised to meet again in March. 
While this may sound like press-release 
bumf, the significance is that in meeting 
with the Hurriyat, New Delhi establishes 
the group as a legitimate party in Kashmir 





6 far Eastern Economic Review 


for negotiations about the province. 

Just as noteworthy, the absence of Hur- 
riyat hardliners such as Syed Ali Geelani 
underlined the direction those negotia- 
tions will take. From Islamabad to New 
Delhi to Kashmir, there is an effort to 
make concessions where possible, and 
thus refresh the debate. 

As talks between India and Pakistan 
are set to begin, a new side is forming. 
There is the nascent arrangement involv- 
ing India, Pakistan and local Kashmiris 
that seeks to negotiate a settlement of 
Kashmir. This will marginalize the hard- 
liners. True, militants remain, and they 
continue to be dedicated to the proposi- 


tion that violence will one day take Indian- 
controlled Kashmir into Pakistan or to 
independence. But the moderates should 
render them irrelevant. though realisti- 
cally still mischievously dangerous. 

We have travelled far indeed when Mr. 
Advani, more usually hawkish, should 
have met amicably with the Hurriyats— 
and for members of that delegation later 
to spend time with Prime Minister Atal 
Behari Vajpayee. It’s just possible to think 
that India and Pakistan one day will decide 
to quickly dispose of their squabble so they 
can devote full attention instead to some- 
thing more sober: trade between South 
Asia’s most important economies. @ 
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Indonesians Hire 


Dole as Lobbyist 


The Indonesian government has hired former Republican 
Senate majority leader Bob Dole as a lobbyist, the first time 
Jakarta has taken on a prominent United States politician to 
represent its interests in Washington. The idea to get Dole on 
board is believed to have come from Dino Djalal, head of 
the Indonesian Foreign Ministry’s North American desk. A 
senior U.S. official says Dole has the ear of both Secretary 
of State Colin Powell and his deputy, Richard Armitage, and 
can exercise considerable influence on Capitol Hill, where 
congressmen recently voted yet again against the restora- 
tion of military relations between the U.S. and Indonesia. For- 
mer Indonesian Foreign Minister Ali Alatas told a U.S.- 
Indonesia Society reception in mid-January that public rela- 
tions was one of his country’s worst failings. Currently spe- 
cial counsel to Alston & Bird, a major Washington law firm, 
Dole ran unsuccessfully against Bill Clinton as the Republi- 
can candidate in the 1996 presidential election. 


AMBASSADORS ON THE MOVE IN ASIA 
Several United States ambassadors in Southeast Asia will be 
playing musical chairs in coming months. U.S. officials 
report that Ralph Boyce, a former deputy assistant secre- 
tary of state for Southeast Asia, will be moving before the 
middle of the year from Jakarta to Bangkok, where he served 
two previous tours. Boyce will be replaced in Jakarta by Lyn 
Pascoe, currently a deputy assistant secretary of state respon- 
sible for Central Asia and the Caucasus. Pascoe served as 
ambassador to Malaysia in the late 1990s where one of his 
tasks was to improve bilateral relations, which had come 
under strain after the arrest and imprisonment in 1998 of 
former Malaysian Deputy Prime Minister Anwar Ibrahim on 
charges of corruption and sodomy. Washington's man in 
Hanoi, Raymond Burghardt, is also due to step down as 
ambassador soon, but his new posting has not yet been 
decided, say U.S. officials. 


MGM Pursues Macau CASINO DREAM 

Two years after missing an opportunity to open a casino 
in Macau, MGM Mirage hopes to get into the Chinese ter- 
ritory through the back door. When Macau opened its gam- 
bling market in 2001, the incumbent monopolist, Stanley 
Ho, grabbed one of the licences awarded and two rivals of 
MGM in Las Vegas won the other two. But MGM didn't give 
up, and a spokeswoman for the company tells the REVIEW 
that it is talking to Pansy Ho about launching a new casino 
under her father Stanley’s licence. The problem is that, even 
in Macau, MGM will need to adhere to the strict regula- 
tory regime in Las Vegas, which is run by the Nevada State 
Gaming Control Board. One Las Vegas insider says it is 
unlikely that there will be a formal joint venture between 
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MACAU MIRAGE: MGM clings to hopes of opening a casino there 


MGM and Ho, because that would require Stanley to sub- 
mit to intense scrutiny and questioning about his busi- 
ness contacts by Nevada regulators. The insider thinks 
that “Ho is too rich and too old and too successful to be will- 
ing to do that, even if he has nothing to hide.” He says it 
is more likely that Ho will become MGM's landlord, with 
the rent tied to gambling revenues. 


THAI UTILITY WORKERS MULL PROTESTS 

Union leaders at the Electricity Generating Authority of Thai- 
land (EGAT) are mulling a proposal by some members to 
launch mass protests against rising living costs and the gov- 
ernment’s privatization plans for the utility. They are seeking 
support among fellow workers for the industrial action in Feb- 
ruary, according to a senior labour official. The EGAT union, 
one of the country’s most powerful, would also try to attract 
support from other labour movements among Thailand’s 60 
state-run enterprises, comprising 8% of the manufacturing 
labour force. The proposal is to protest not only against pri- 
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vatization plans, which workers feel will threaten their jobs, ~- 


but also the rising cost of living, even though the official 
annual inflation figure is less than 1%. There have long 
been anti-privatization rumblings among state enterprise 
workers, despite government foot-dragging on the issue. 


Curna’s DISTRESSED DEBT LURES BANKS 

Commercial banks, for whom making loans to companies has 
been a key strategy in Asia, are jumping into the higher-stakes 
game of Chinese distressed debt. Citigroup and JPMorgan— 
Wall Street’s biggest lending giants—were the only bidders 
out of 11 to walk away with portfolios of bad loans from an auc- 
tion last month by China Huarong Asset Management Co. 
Huarong, the biggest of China’s four state-sponsored liq- 
uidators, is currently negotiating with other bidders over some 
14 portfolios it was not able to sell directly through the auc- 
tion process, according to people involved in the negotiations. 
Citigroup, which outbid competitors in October for a chunk 
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of Bank of China’s bad loans in Hong Kong, is understood by 
executives in the distressed-debt divisions of Wall Street 
investment banks in Asia to have won two pools of debts. One 
is a portfolio of defaulted loans by 19 borrowers, with a face 
value of 371 million renminbi ($44.7 million), located in the 
southern Chinese resort island of Hainan. The other is a 
tranche of bad debts from 41 borrowers, with a face value of 
880 million renminbi ($106 million), in the northern indus- 
trial city of Tianjin. JPMorgan is understood by bank executives 
to have won the bad loans of 26 borrowers, worth 468 mil- 
lion renminbi ($56.4 million), from the city of Hefei in the east- 
ern province of Anhui. Prices haven't been disclosed. Morgan 
Stanley paid five cents on the dollar plus a share of loan recov- 
eries above a certain threshold in 2001 to buy a $1.3 billion port- 
folio of bad loans from Huarong. 


U.S. SEEKs PEACE DEAL IN Laos 

The United States is holding out the carrot of humanitarian 
aid in a bid to persuade a former military ally to help end an 
ethnic minority’s resistance struggle against the commu- 
nist government in Laos. U.S. Deputy Assistant Secretary of 
State Matthew Daley made the offer during a January 21 meet- 
ing in Washington with Vang Pao, who led a U.S. Central Intel- 
ligence Agency-funded ethnic Hmong army against com- 
munist insurgents during the Vietnam War. But U.S. officials 
say 73-year-old Vang Pao, who is now based in America, 
rejected Daley’s request that he call on his Hmong support- 
ers to abandoned their long guerrilla struggle, and urged 
Washington instead to support his plan for a new Lao coali- 
tion government in which he would serve a prominent role. 
When the communists seized power in Vientiane in 1975, 
thousands of Hmong fled to Thailand. Washington recently 
announced that it would accept for resettlement as many as 
14,000 Hmong refugees currently living in Thailand. 


INDONESIAN MILITARY SEES RED THREAT 
So much for Indonesian armed forces chief Gen. Endriartono 
Sutarto’s promise that the military will refrain from any attempt 
at influencing this year’s general elections. Nearly 40 years 
after the bloody military-led purge of the Indonesian Com- 
munist Party (PKI), the Pamungkas regional command in the 
central Java city of Jogjakarta has sent a letter to the General 
Elections Commission with the names of 42 candidates for the 
provincial legislative council that it says are “environmen- 
tally unclean’—a euphemism for ties to the PKI. The candi- 
dates are from 12 parties, including the former ruling Golkar 
party and President Megawati Sukarnoputri’s Indonesian 
Democratic Party for Struggle. Most of those named are said 
to be relatives of former PKI members, an indication of the 
paranoia that still prevails in the army long after the commu- 
nists have ceased to be a threat. Indeed, authorities have failed 
to uncover any evidence that the communists have sought to 
~ stage a revival since an estimated 500,000 people died in 
the orgy of violence against suspected communists that fol- 
lowed the overthrow of President Sukarno in 1965. 


February 5, 2004 





FIGHTER: Hmong 
leader Vang Pao 
resists U.S. lures to 
end fighting in Laos 
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A New Reason for Pessimism in the Philippines 


The downgrade by Moody’s Investors Services of 
the Philippines’ long-term sovereign debt pushed 
the country close to a dreaded “debt trap,” in 
which the cost of servicing debt and maintaining 
services is unmanageable. In general, the lower 
debt rating, which is now two notches below 
investment grade by Moody’s and also below 
investment grade from Standard & Poor’s and 
Fitch, means the Philippines will have to pay a 





BAD TO WORSE: The Philippines 


Asia emerged as perhaps the 
most critical market for Japan’s 
export-led recovery in 2003, 
rivalling, and in some cases 
surpassing, the United States. 
Japan’s trade surplus with Asia 
leapt 37.6% last year to ¥5.6 
trillion ($52.8 billion). A surge in 
exports to Asia, and especially 
China, helped to offset a 10% fall 
in exports to the U.S., which is 
still Japan’s biggest trade part- 
ner. In 2003, Japan’s worldwide 
trade surplus grew nearly 4%, 
and was more than ¥10 trillion 
for the first time in three years. 
The December trade figures 
were especially gratifying to the 
Japanese government because 
they showed an 8.5% increase in 
exports over 2002 despite the 
strength of the yen. The cur- 
rency in December, at an 
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higher interest rate than 
before. Meanwhile, total 


public-sector debt for the 


country is about 90% of 
GDP and growing. The 
peso fell to almost 56 to 
$1 on the news. It has 
lost value against the 
American dollar, unlike 
most Asian currencies. 


average exchange rate of 
¥108.63 to the dollar, was 13% 
stronger than 12 months earlier. 
Nevertheless, economists 
doubted that Japan would cease 
intervening in currency markets 
to stop the yen’s appreciation 
against the dollar. 





OUTPUT: Exports to Asia have led a recovery 


JAPAN 


Toyota has overtaken 
Ford as the world’s 
second-largest car seller 
behind General Motors. 
The Japanese company 
reported that it sold 
6.78 million cars world- 
wide in 2003, compared 
with Ford’s 6.72 million. 
Ford’s numbers do not 
include Mazda, of which 
it owns one-third. 
Mazda sold 1 million 
cars worldwide in 2003. 
Nevertheless, given that 
Ford has been the 
world’s second-biggest 
car maker for 70 years, 
the loss of the No. 2 spot 
was seen as a significant 
symbol of a long-shifting 
balance of power in the 
car industry worldwide. 





HUNDREDS OF students 
in Jakarta rallied outside 
the French embassy to 
protest against a pro- 
posal to ban head 
scarves and other 
religious symbols in 
public schools in France. 
Protests have erupted in 
London, Stockholm and 
throughout the Middle 
East in reaction to the 
proposal. French officials 
say thatthe ban would Y 
support the nation’s 
secular tradition. 


Already, a number of 
international companies 
have delayed decisions 
about outsourcing to 

India because of a new 

law that could allow 

New Delhi to tax world- 

wide earnings of inter- 
national companies ~ 
operating in India. 


SOUTH ASIA 








A bill aimed at stopping 
international outsourc- 
ing passed by the United 
States Senate and now 
awaiting the signature of 
President George W. 
Bush before it becomes 
law is raising the hack- 
les of the Indian tech- 
nology industry. The 
U.S. bill would only 
affect federal contracts, 
but Indian businesses 
worry about the mes- 
sage it may send. 


Pakistan and India will 
meet in Islamabad next 
month in a resumption 
of peace talks that were 
suspended 18 months 
ago. The talks, agreed to 
in a breakthrough 
meeting between Paki- 
stan’s President Pervez 
Musharraf and India’s 
Prime Minister Atal 
Behari Vajpayee last 
month, will cover a 4 
broad range of issues, 
including Kashmir. 
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SOUTH KOREA 


The government is 
preparing to sell more 
than half its 21.6% stake 
in Hana Bank by the end 
of June and expects the 
bank to buy back the 
remaining government 
stake by the end of the 
year. Seoul said it had not 


& decided whether to seek 
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a strategic partner 
through an auction or to 
sell shares with a stock 
offering. The government 
had earlier sold control- 
ling stakes in Chohung 
Bank, Seoulbank and 
Korea Exchange Bank. 
The privatization of 
Kookmin, the nation’s 
largest lender, was 
finalized in December. 


The man who has long 
been South Korea’s 
leading international 
sports official has been 
arrested on corruption 
charges in South Korea. 
Kim Un Yong, 72, a vice- 
president of the Interna- 
tional Olympic Commit- 
tee, was accused of a 
variety of counts includ- 
ing accepting bribes, 
embezzlement and using 
unauthorized funds to 


4 maintain sporting ties 


with North Korea. 


Shipbuilders are being 
confronted with a prob- 
lem most companies 
would envy: They are 
turning away orders 


PRETTY PICTURE: Shipbuilders are booked up 


because shipyards are 
almost fully occupied 
with earlier contracts. 
Said one government 
official with responsibility 
for the industry: “Ship- 
builders are becoming 
more selective about 
taking new orders 
because they've already 
been booked for three 
years.” Shipping lines 
have been increasing 
trans-Pacific capacity to 
accommodate China’s 
exports and imports. 


PHILIPPINES 


Popular film action-star 
Fernando Poe Jr. was 
cleared to run for the 
presidency against 
incumbent Gloria Maca- 
pagal-Arroyo in May after 








POE: Cleared to run 


election officials rejected 
a petition questioning his 
citizenship. A lawyer had 
petitioned to disallow 
Poe’s candidacy on the 
grounds that his father 
was Spanish and his 
mother was American. 





div 


AUSTRALIA 


National Australia Bank 
reported that four rogue 
traders at the bank were 
apparently responsible 
for losing A$360 million 
($277 million) in unautho- 
rized foreign-currency 
trading. The four had bet 
that the Australian and 
New Zealand dollars 
would fall against the 
United States currency, 
and when the greenback 
continued to fall, they 
tried to slip their posi- 
tions past management 
(see article on page 38). 


UNITED STATES 


A top nuclear expert 
who reviewed North 
Korea’s nuclear-weapons 
programme said he was 
shown what the Koreans 
said was weapons-grade 
plutonium, but he could 
not confirm the claim. 
Siegfried Hecker, former 
director of a key United 
States nuclear laboratory 
at Las Alamos, testified 
before the U.S. Congress 
that the North Koreans 
could have a “rudimen- 
tary” bomb. North Korea 
has said that it has 
reprocessed enough 
plutonium to build eight 
nuclear bombs. 


AFGHANISTAN 


Even as President Hamid 
Karzai signed a new 
constitution that calls for 
national elections in June, 
worsening violence and 
voter-registration prob- 
lems were threatening to 
force a delay. United 
States officials say that 
they are optimistic about 
progress being made. But 
a United Nations official 
said recently that “UN 
officials don’t think a June 
deadline is realistic.” 
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SUPPORT FOR KHAN: Protests in Karachi 


NUCLEAR PROBE 


Pakistani investigators in late January drew close 
to wrapping up an unprecedented probe into alle- 
gations that top-level scientists in the country 
were responsible for exporting sensitive nuclear- 
weapons information. 

The investigation, which was still being con- 
ducted as the Review went to press, has report- 
edly focused on Abdul Qadir Khan, who is con- 
sidered the father of the nation’s nuclear- 
weapons programme. Several top government 
Officials, including President Pervez Musharraf, 
have stressed that no one is above prosecution 
in connection with the case. 

But any move against Khan will be sensitive 
because Khan is an extremely popular figure 
among the Muslim nation’s religious hardliners. 
The president has said that while top scientists 
may have been involved in selling nuclear tech- 
nology “there is no evidence that any government 
or military personnel was involved in this." 

Despite Musharraf's denials, observers note 
that the Pakistani investigators have report- 
edly not even questioned top military officials 
about the spread of weapons technology, though 
the military is known to have tightly controlled 
everything that went on in the Khan Research 
Laboratories, the seat of Pakistan’s nuclear- 
weapons programme. 

Mirza Aslam Beg, the retired general who 
had been in charge of the programme, said 
recently that he had never approved any trans- 
fer of nuclear information. He also said he had 
not been questioned on the matter by the gov- 
ernment’s investigators. Tim Healy 
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AVIAN FLU 


Stopping 
A Killer 


Scientists say the bird flu that has hit Asia could pose a deadly global 
threat if it becomes transmissible between humans. Better 
coordination and stronger action will be needed to control the virus 


ALL IT TAKES to understand the fear that 
lies behind the slaughter of millions of 
chickens now under way across Asia is 
simple arithmetic from a 1997 tragedy. In 
that year, 18 people in Hong Kong were 
infected with a strain of bird flu after con- 
tact with diseased poultry. Six died. This 
was the first time an avian influenza virus 
had been seen jumping directly to 
humans. Although it was far too small a 
sample from which to draw firm conclu- 
sions, an apparent mortality rate of one in 
three was enough to convince influenza 
experts. This virus was lethal. 

Fortunately, it didn’t readily spread 
from person to person, though virologists 
suspected it would soon have acquired that 
ability if it had been allowed to continue 
infecting people. In three days of emer- 
gency destruction, Hong Kong’s entire 
domestic poultry population of 1.5 million 
birds was killed. Experts agree that a global 
catastrophe was probably averted. 

Now a similar crisis is unfolding, but 
this time on what appears to be a much 
greater scale, with bird flu outbreaks in 10 
countries in Asia. China and Laos are the 
most recent to report outbreaks after Viet- 
nam, Thailand, Indonesia, South Korea, 
Taiwan, Pakistan and Cambodia. An iso- 
lated outbreak on a single Japanese farm 
appears to have been brought under con- 
trol. Again, the virus has shown it can 
jump to humans. In two of the worst-hit 
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By David Lague/HONG KONG 


countries, Vietnam and Thailand, viruses 
from the same strain of bird flu or avian 
influenza, known as H5N1, that struck 
Hong Kong in 1997 have already been 
blamed for the deaths of eight people. 

The World Health Organization's 
Western Pacific Region director, Shigeru 
Omi, said in Hanoi on January 27 that a 
“staggering” number of birds were 
infected around the region. “With the 
virus so widespread within poultry, it will 
have many opportunities to alter its form 
and become transmissible between 
humans,” he said. Such a change could 
be rapidly transmitted around the globe 
and prove particularly deadly. So far, all 
the human victims are believed to have 
been infected through contact with bird 
faeces or other excretions. 


CALL FOR A CAMPAIGN 

The WHO is now calling for an interna- 
tional effort to control bird flu in the 
same way that a coordinated campaign 
was mounted last year to curb the spread 
of Severe Acute Respiratory Syndrome 
(Sars). While culling infected poultry is a 
top priority, the WHO is also advising 
that people at risk of exposure to infected 
birds should be vaccinated against the 
currently prevalent human-influenza 
strains. The aim is to limit the potential 
for simultaneous infection in people with 
human and avian influenza. Experts fear 
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that infection with both types of 
influenza could increase the likelihood 
of these viruses swapping genes in such 
a way that a new strain of the disease 
emerges that is capable of rapid trans- 
mission between people. 

Although millions of birds have been 
culled across the region, overall quaran- 
tine measures adopted so far fall well short 
of Hong Kong’s rapid reaction in 1997. To 
make matters worse, there are suggestions 
that some countries including Thailand 
and Indonesia have deliberately withheld 
news of outbreaks in their economically 
important poultry industries and failed 
to launch prompt public-health measures. 
(See article on page 14). 

This further alarms the experts, 
because the longer the avian-influenza 
virus remains in circulation and contin- 
ues to infect people, the greater the chance 
that it will adapt for transmission between 
humans. The fear is that this virus might 
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FINAL SOLUTION: A Thai poultry farmer after the cull 


then be far more dangerous than either 
earlier influenza pandemics or Sars, put- 
ting millions of lives at risk. “It’s a much, 
much worse scenario,” says Australian 
virologist Graeme Laver, a pioneer in 
research into the links between human 
and animal influenza. “That is what peo- 
ple are so worried about.” 

Scientists are also trying to determine 
why outbreaks have spread across Asia. 
Some experts attribute the spread to wild 
and migratory birds, particularly ducks, 
known to be natural hosts of avian 
influenza. But the wide range of outbreaks 
outside normal migratory patterns and the 
different types of virus involved suggest 
that wild birds might not be wholly to 
blame. Another hypothesis is that these 
types of outbreak in fact have been hap- 
pening all the time, and that growing poul- 
try industries, the number of deaths in 
Vietnam and heightened public-health 
awareness due to last year’s Sars outbreaks 
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have caused countries to look more closely 
at their poultry farms. 

The underlying reason to fear H5N1 
spreading rapidly between humans is 
that in a short period of time it could 
expose the entire global population to a 
new strain of influenza. Experts assume 
there would be little or no resistance to 
the new disease in humans. And, if his- 
tory is any guide, the speed of infection 
could overwhelm public-health and med- 
ical services. The three influenza pan- 
demics in the 20th century are thought 
to have spread worldwide within a year 
of detection. 

In each of these past outbreaks, the 
viruses responsible for the pandemics are 
thought to have acquired some genetic 
material from avian influenza. Some 
experts believe that all three pandemics 
originated in China. The most deadly, the 
so-called Spanish flu of 1918, killed up 
to 40 million people worldwide. >> 


CAUSE FOR 
CONCERN 


e The more the H5N1 bird 
flu virus spreads, the 
more chances it has to 
become transmissible 
between humans 


¢ Such a change would 
prove a deadly, global 
health threat 


e The WHO is calling for 
an international effort to 
control bird flu 


e Some countries still may 
not be doing enough 


THE FLU SO FAR 


The H5N1 avian flu has 
hit 10 countries, and killed 
at least eight people. 


The WHO is pinpointing 
migratory birds as per- 
haps the key vehicles to 
explain the geographical 
spread of the disease. 


Economists doubt that 
bird flu will hammer 
economies the way that 
Severe Acute Respiratory 
Syndrome did in 2003— 
unless human-to-human 
transmission is detected. 


Of the first eight con- 
firmed deaths from bird 
flu in Vietnam and Thai- 
land, seven were children. 
Doctors are puzzled by 
that fact. Some suspect 
that children may have 
more close contact with 
infected birds and thus 
a greater likelihood of 
contracting the disease. 


Health officials are espe- 
cially worried about H5N1 
because it mutates rapidly 
and seems to readily 
acquire genes from 
viruses affecting other 
species—suggesting it 
could change to allow 
cross-human infection. 
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GOING FAST: A shopper buys chicken at a market in Jakarta 


DID GOVERNMENTS MAKE IT WORSE? 


As the list of Asian countries infected with H5N1 bird flu grows, so do allegations 
that governments aggravated the public health threat by withholding knowledge of 
their outbreaks in order to protect their poultry industries. 

Thailand and Indonesia have come under fire for perceived tardiness in reporting 
their outbreaks, igniting a backlash among opposition politicians, consumer-rights 
groups, small-scale farmers’ associations and international trading partners. 

Those allegations are strongest in Thailand, Asia’s biggest poultry exporter with 
$1.25 billion in overseas sales last year. Accusations centre around an outbreak of 
disease first detected on poultry farms in Nakorn Sawan province last November. 
The Thai government did not acknowledge it had a problem until mid-January, and 
then officials said farms were hit by fowl cholera, not avian influenza. 

Now a poultry-industry leader and a UN Food and Agriculture Organization food- 
safety official say Thai officials in fact had information in November that the culprit 
was an unidentified strain of avian influenza. 

Thai Prime Minister Thaksin Shinawatra acknowledged on January 23, after 
receiving the results of laboratory tests, that the H5N1 avian-influenza virus had 
infected two humans. He also said that he had “suspected” the presence of the virus 
two weeks before, but refrained from telling the public to avoid causing panic. 

Thai officials now say the virus has swept through as many as 25 provinces, 
leading to the cull of over 10 million fowl livestock and leaving at least two children 
dead. Deputy Agriculture Minister Newin Chidchob and Minister of Commerce 
Wattana Muangsook declare they can contain the Thai outbreak within 30 days. 

It could take much longer for Thailand to restore its credibility. Japan, which 
purchased around half of Thai poultry exports last year, slapped import bans against 
Thailand one day before Thaksin acknowledged the outbreak. 

The European Union, the second-largest importer of Thai poultry, issued a 
statement on January 26 lamenting Thailand’s “nontransparency” and saying that 
“complete reliance on Thai assurances does not seem the best way to go forward.” 

A Bangkok-based EU diplomat adds: “The political implication is that this has left 
deep scars in our working relationship.” He says the EU will not repeal its ban on 
Thai poultry imports until EU officials are allowed to conduct their own independent 
checks. No foreign officials have been permitted to independently investigate Thai 
poultry farms since the outbreak. 

Viroj Na Bangchang, president of Thailand’s Consumer Force Association, a 
consumer-rights group, alleges the government delayed its disclosure of the out- 
break so that politically influential poultry exporters could continue selling their 
products to infected countries such as Japan and South Korea. His group lodged a 
formal complaint to the Thai parliament on January 15. “Big businesses that export 
chicken are sitting in government,” says Viroj. “They are protecting their interests.” 

Sarasin Viraphol, executive vice-president of the Charoen Pokphand Group, 


Despite rapid advances in medical 
understanding, another pandemic 
would find the world little better pre- 
pared. The WHO calculates that it 
would take at least four months to pro- 
duce a vaccine for a new variant of 
H5N1. Also, the antiviral drugs that are 
effective in treating influenza must be 
taken at or before the onset of the dis- 
ease and are in limited supply. 
Meanwhile, the number of human 
infections continues to grow. On Jan- 
uary 27, the WHO said Vietnam had 
eight confirmed cases of H5N1 infec- 
tion including six fatalities, nine “pos- 
sible” cases and 36 other cases under 
investigation. The most recent con- 
firmed case was a four-year-old boy 
who was treated in a Hanoi hospital 
and discharged. The epidemic has 
now spread to 28 of Vietnams 64 
provinces. According to official Viet- 
namese statistics released by the 
WHO, an estimated 740,000 birds 
have died of H5Nr infection and 
almost 3 million have been culled. 


BANGKOK “A DANGER ZONE” 

So far there have been two confirmed 
H5Nr-related human deaths in Thai- 
land, both of small children, and the 
Ministry of Public Health is con- 
ducting tests on at least 10 additional 
suspected cases. The H5N1 virus has 
spread across at least 25 of 76 
provinces, and Thai livestock officials 
have culled more than to million fowl 
livestock in a bid to contain the dis- 
ease. Officials have declared Bangkok 
a “danger zone” after the discovery 
of bird flu in a fighting cock, chickens 
and ducks. 

As Asia’s largest poultry exporter, 
Thailand is quickly emerging as an 
important case study for international 
public-health and food-safety experts 
trying to understand how the disease 
is transmitted. Thailand has over 
30,000 small-scale chicken farms, 
where less than 1% of the farms raise 
more than 1,000 birds, according to 
the United Nations Food and Agri- 
culture Organization. FAO food-safety 
expert Hans Wagner notes that Thai- 
land’s rapid-fire emergency cull of fowl 
livestock, where in some cases 
infected birds have been dumped >> 
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Thailand’s biggest and the world’s fourth-largest private 
poultry exporter, confirms that his company and Thai 
livestock-department officials were aware that some 
small-scale farms—none related to the CP Group—were in 
fact facing avian flu in Nakorn Sawan in November. But he 
says that Thai livestock officials did not know it was the 
virulent H5N1 strain of bird flu, and that they thought the 
outbreak was “localized” and “containable” at the time. 

Officials thought the outbreak was caused by unsea- 
sonably cold weather, he says. “Even the World Health 
Organization and FAO are saying this is a new thing,” 
says Sarasin. “How was Thailand supposed to know how 
to deal with it?” 

FAO food-safety expert Hans Wagner says that delays 
in culling H5N 1-infected birds enhance the risk that the 
virus will spread, possibly even to other animal species. 
“Generally we can say more openness would have been 
better,” says Wagner. 

Some Thai politicians and consumerrights groups say 
certain Thai cabinet ministers known to have connections fo 
with Thai agribusinesses may have supported the decision COMING CLEAN: Thaksin 
to wait until January 23 to disclose the outbreak. They meets with Thai troops 
note that Thai Minister of Commerce Wattana Muangsook _ helping to cull chickens 
is the son-in-law of Dhanin Chearavanont, founder and 
chairman of the CP Group. 

Wattana has consistently denied any conflicts of interest between his government 
position and family ties. He has not responded publicly to the recent allegations, and 
was unable to be reached for this article. 

CP Group Vice-President Sarasin denies that information was withheld. “When you 
are big, you can’t avoid these allegations,” he says. “CP had no role in a cover-up. We 
couldn’t have kept this under wraps, it’s too big.” 

But growing public displeasure is flooding the local press and radio talk shows. 
Critics say the Thai government's handling of the H5N1 outbreak is symptomatic of a 

wider trend away from transparency. They note as 
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Critics say their another example that it wasn’t until after alleged Al 
governments kept Qaeda operative Hambali was captured on Thai soil last 
quiet about bird flu August that Thaksin revised his assertions that Thailand 
in order to protect was free of international terrorist activities. “The trans- 
poultry exporters parency of this government is now in question,” con- 


tends Akapol Sorasuchart, an opposition politician. 
“Credibility is a long-term issue and nobody believes what this government is saying 
anymore. Somebody should be held accountable for this.” 

In Indonesia, some experts say that the government there also did not acknowl- 
edge the disease until well after it knew of it, in an effort to protect the poultry indus- 
try. Marthen Malole, a veterinarian at the Bogor Institute of Agriculture, says he has 
been diagnosing chickens and ducks with H5N1 since last October. After confirming 
its existence in November, he says, he and other researchers informed the govern- 
ment immediately to prevent the spread of the disease. 

Malole says the government delayed the announcement due to industry lobbying 
and the misdiagnosis by government scientists of a wave of chicken deaths across 
Indonesia, labelling it as Newcastle disease. He claims this diagnosis was influenced 
by lobbying by the largest poultry producers. 

Sofjan Sudarjat, a senior agriculture department official, told reporters in Jakarta 
on January 25 that the government had not tried to cover up the news of avian flu. He 
said the government had only confirmed the presence of H5N1 in December and had 
questioned the findings of earlier researchers. 

Alie Abubakar, chairman of the Indonesian Poultry Association, says that the 
government had fallen prey to a powerful industrial lobby and deliberately covered up 
knowledge of bird flu. Alie’s association groups small and medium-sized businesses, 
and has a history of antagonism with the government and Indonesia’s “Big 7” group of 
integrated poultry producers. 

“This could kill the poultry industry,” Alie says. His association estimates the 
disease has caused 1 trillion rupiah ($120 million) in losses to the industry, which 
employs 2.5 million labourers nationwide. Shawn W. Crispin and Tom McCawley 
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into rivers or near other water sources, 
could unintentionally spread the dis- 
ease to other animal species such as 
pigs. Wagner says Thai authorities 
should consider monitoring pig farms 
for the disease as well. 

Thailand’s cull has been unsatis- 
factory, says Wagner, noting that at the 
beginning of the operation, people 
weren't wearing protective gloves or 
masks. “They have been under pres- 
sure to put in controls quickly. But 
this presents a major risk.” He notes 
that the H5N1 virus can survive two to 
four days in fowl cadavers, and that 
it could take less than 1 gram of 
infected fowl faeces to infect as many 
as 1 million fowl livestock. 

He also expresses concerns that 
birds that have been vaccinated against 
other strains of avian influenza could 
become infected with the more virulent 
H5N1 without showing signs of the dis- 
ease. That, he warns, could mean that 
some infected birds could survive Thai- 
land’s selective cull and could possibly 
set a new outbreak in motion soon 
after authorities believe they have con- 
tained the outbreak. 

Thai Prime Minister Thaksin Shi- 
nawatra is playing down the economic 
impact Thailand’s bird flu outbreak 
will have on economic growth, esti- 
mating that import bans on Thai poul- 
try will shave less than one-tenth of a 
percentage point off GDP. Thailand 
generated over $1.25 billion in over- 
seas poultry sales last year, accounting 
for about 2% of total exports. 
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In Indonesia, word only began to leak 
out on January 25 that avian influenza was 
first detected on August 29 in Central Java 
and has now been found in nine other 
provinces. Although the government now 
acknowledges the bird-flu outbreak, offi- 
cials still insist that more than 60% of the 


DISEASE CONTROL: A Thai 
veterinarian takes a sample at a 
Bangkok poultry market 


4.7 million birds that have died since 
August succumbed to Newcastle disease. 
Indonesian officials also say there is no evi- 
dence so far that the virus has spread to 
humans but little has been done so far in 
taking blood samples from the thousands 
of workers at an estimated 400 farms that 
have been hit by the outbreak. The gov- 
ernment has also rejected calls by the 
WHO to order a mass chicken cull. 

Ahmad Suhidajat, a veterinarian and 
marketing manager with PT Delta Satwa, 
an integrated slaughterhouse and breed- 
ing farm in Sidoarjo, East Java, says his 
company had been anticipating the bird- 
flu attack since the first outbreaks in Thai- 
land. Delta Satwa is a medium-sized oper- 
ation producing 18,000-20,000 chicks per 
day and 60,000 eggs per week. The com- 
pany, Amhad says, has implemented strict 
bio-security steps. He uses separate cars to 
visit the slaughterhouse and the farm, and 
workers are required to wash before leav- 
ing work. “God willing, what we've done 
will be enough,” he says. 


THE REGION 


South Korean authorities confirmed 
on January 27 the latest outbreak of bird 
flu, prompting another mass culling of 
commercially reared chickens and ducks. 
The latest outbreak, detected on January 
21, is a serious setback for health and agri- 
culture officials: only last month they had 
claimed success in controlling the spread 
of the virus. Following the first reports 
of a bird flu outbreak on December 15, 
South Korea slaughtered almost 2.5 mil- 
lion chickens and ducks. 

Despite the devastating effects on the 
industry of the large bird cull over the 
past month, Agriculture Ministry officials 
say getting the message through to farm- 
ers hasn't been easy. “The main reason 
for this new outbreak is connected to a 
lack of sanitary measures,” says Kim 
Kyung Kyu, a ministry official. “Some 
farmers don't stick to the rules.” = 

John McBeth, Margot Cohen, 

Shawn W. Crispin, Tom McCawley, Don 
Greenlees, Seah Park and Ichiko Fuyuno 
contributed to this article 
















‘The Fresh Food. 





Woolworths 
Australia 
Thanks You 


Woolworths Limited is humbled to have been 
ranked by the Far Eastern Economic Review 
as number 1 Australian company for overall 
leadership for the third consecutive year. 





Of course, this award is the direct result of 
the efforts made by our 145,000 staff and our 
band of loyal suppliers. It is through their hard | 
work that each of the Woolworths group of 
companies continues to drive down costs 

and find new ways to serve our customers. 


We thank every individual involved and look 
forward to another rewarding year in 2004. 
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CAMBODIA 


Killing Shame 


The assassination of a top union official 
threatens to exacerbate the current political crisis 
and erode confidence in the country 


By Bronwyn Sloan/PHNOM PENH 


SO AUDACIOUS was the roadside killing of Cambodian union 
leader Chea Vichea amid downtown Phnom Penh’s morn- 
ing bustle on January 22 that witnesses first dismissed the 
shots as Lunar New Year firecrackers. His funeral on January 
25 attracted the largest crowd seen in the capital since anti- 
government protests after the 1998 general election. Police 
say almost 10,000 attended. Orga- 
nizers and journalists put the figure 
at closer to 30,000 mourners. 

Chea Vichea’s assassination, the 
latest in a series of killings of high- 
profile opposition supporters over the 
past year, threatens to deepen the 
country’s political crisis and trigger 
an opposition backlash. The death 
of the union leader, who was a 
founder member of the Sam Rainsy 
Party and an outspoken critic of cor- 
ruption and human-rights abuses, 
could also erode overseas confidence 
in Cambodia and harm the vital gar- 
ment industry, say observers and 
industry leaders. 

The current political stalemate 
can be traced back to last July’s gen- 
eral election, when Prime Minister 
Hun Sen's Cambodian People’s Party 
triumphed over the Sam Rainsy Party 
and royalist Funcinpec party but 
failed to secure the necessary two- 
thirds majority to form a government. 
Talks on forming a coalition have 
bogged down over the insistence by 
the two opposition parties that Hun 
Sen step down as premier. The CPP has rejected this demand 
and continues to rule as a caretaker government. 

“The killing of Chea Vichea affects the political situation 
a lot as we struggle to form a new government,” says Khem 
Sokha, president of the Cambodian Centre for Human Rights. 
“Politicians stop believing in each other. The killing will 
frighten opposition to Hun Sen, but when there is oppres- 
sion, people fight back,” adds the former Funcinpec MP. 

Human-rights groups and opposition leaders such as Sam 
Rainsy have accused the CPP of being behind the killings, but 
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TIME TO WEEP: Mourners at Chea Vichea’s funeral 


the CPP says it is not responsible and claims they are an 
attempt to discredit the government. “It would be stupid for 
us to create this situation ourselves. The CPP is mature 
enough to understand one thing very well; you cannot use vio- 
lence to make people vote for you. Violence backfires,” says 
government spokesman Khieu Kanharith. Police have released 
a sketch of a suspect. 

Meanwhile, foreign investors and donors wait to see what 
will happen next. The United States has condemned the mur- 
der, and donors such as the European Union have already made 
it clear that having no government will jeopardize funding. But 
if the killings continue and continue to go unpunished, the 
opposition says, it is not likely to come to the table soon. 

There is also a fear that the killings could trigger a vio- 
lent backlash. The U.S. State Department on January 22 urged 
“restraint on all sides so that this tragedy will not be com- 
pounded by further violence.” 

Chea Vichea commanded an enormous amount of respect 
among garment workers, whose interests he represented in 
many disputes with factory owners. 
This made him unpopular with many 
in government. His Free Trade Union 
of the Workers of the Kingdom of 
Cambodia claimed some 40,000 
members from among the country’s 
200,000 garment workers. Ray 
Chew, secretary general of the Gar- 
ment Manufacturer's Association of 
Cambodia, says his group is ready for 
a possible backlash from major buy- 
ers but long-term economic effects of 
the killing are yet to be seen. 


OTHER VICTIMS 

Chea Vichea is only the latest oppo- 
sition victim. In February last year, 
Buddhist monk Sam Bunthoeun was 
gunned down inside a pagoda. Two 


inpec leader Prince Norodom 
Ranariddh, Om Radsady, was shot 
dead outside a popular restaurant. 
Two soldiers were later convicted but 
claimed it was a robbery. Funcinpec 
maintains it was political. 

On October 18, Funcinpec jour- 
nalist Chuor Chetharith was gunned 
down and killed. Days later, Touch Srey Nich, who sang the 
Funcinpec election anthem, and her mother were shot while 
shopping. Her mother died. Srey Nich remains in a critical 
condition in a Bangkok hospital. No arrests were made. 

“The government needs to arrest the killers,” says Chea 
Vichea’s brother, Chea Mony, himself a prominent union- 
ist. “If it cannot, the government is incapable. People are brave, 
but after violence happens regularly people start to become 
scared. I am not scared, but the feeling of some other peo- 
ple in the unions is of fear. Cambodia is like this.” = 
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INDONESIA 


Watch This Man 


Is an American news leak designed to hurt the 
political ambitions of a former Suharto general? 


By John McBeth/JAKARTA 
and Murray Hiebert/WAsHINGTON 


INDONESIA'S ELECTIONS are about to become interesting. 
Last year, retired armed-forces chief Wiranto, in the early 
stages of a presidential candidacy, was placed on America’s 
visa watch list. The decision was taken after Wiranto was 
indicted by a United Nations special crimes unit for crimes 
against humanity in East Timor in 1999. 

But the move by the United States was kept quiet at 
the time. News of the decision was only leaked recently, just 
as Wiranto is emerging as a prime contender for the pres- 
idential nomination of the former ruling Golkar party and 
one of the strongest challengers to incumbent President 
Megawati Sukarnoputri. The timing of the revelation has 
left Washington open to charges that it is meddling in 
domestic Indonesian affairs. 

Even if untrue, the perception of U.S. interference was 
strengthened on January 28 by a subsequent move to pur- 
sue an arrest warrant against Wiranto in Dili District Court 
by the American deputy general prosecutor connected with 
the UN special crimes unit. In addition, U.S. Ambassador 
Ralph Boyce and other American diplomats have for many 
months made no secret of their distaste for Wiranto. They 
have relayed that feeling in meetings with Golkar chairman 
Akbar Tanjung, himself a presidential contender (under a dif- 
ferent legal cloud), and other party officials. 

A senior U.S. official in Washington confirmed that Wiranto 
< was placed on the visa watch list about “four to six” months ago. 
Inclusion on the list doesn’t mean a visa request will be rejected, 
only that the request will automatically be forwarded to Wash- 
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RUNNING MAN: Former armed-forces chief Wiranto is becoming 
a strong opponent for President Megawati 


ington for special scrutiny. It wasn't announced, said the offi- 
cial, “because these decisions usually aren't.” He says the 
administration decided on the move after the conclusion of 
Indonesia’s widely criticized human-rights trials, in which most 
of 18 soldiers and civilians accused of crimes against human- 
ity in 1999’s rampage were acquitted. 

U.S. and Indonesians officials agree that the visa issue 
is unlikely to have much impact on how most Indonesians 
view Wiranto, a former four-star general. Indeed, it could even 
improve Wiranto’s standing in a Muslim nation that has been 
critical of unilateral U.S. actions around the world. 

Even so, Wiranto’s campaign managers aren't happy 
with what they consider to be U.S. interference in Indonesia’s 
internal affairs. “We have to consider it seriously,” Wiranto’s 
legal adviser, Muladi, a former justice minister, said in an inter- 
view. Muladi seemed to be more concerned about how domes- 
tic political rivals will use the watch-list revelation as grist 
for “political games” than anything else. 

News of the American move against Wiranto was leaked 
to The Washington Post on January 16. That was a day after 
Wiranto addressed Jakarta-based foreign correspondents. The 
leak was apparently not a deliberate move by the administra- 
tion, but former Ambassador Paul Cleveland, the president of 
the United States-Indonesia Society, nevertheless described 
it as “regrettable” and the timing “unfortunate” coming in 
the run-up to parliamentary elections on April 4. 

Western military intelligence officers familiar with what 
went on in East Timor say there is no conclusive evidence that 
Wiranto ordered any systematic destruction. But these sources 
also say that as the armed-forces chief, Wiranto had to be aware 
of what was happening on the ground. The former adjutant to 
deposed President Suharto has always refused to accept respon- 
sibility just because he had command authority. 


AN ARREST WARRANT WOULD HURT WIRANTO 
Perhaps more damaging to Wiranto’s political aspirations than 
being placed on the U.S. watch list would be a move by East 
Timor’s Dili District Court to issue an arrest warrant through 
Interpol, the international police network, as the American 
deputy prosecutor is now pushing for. The UN has filed 81 
indictments accusing 37 Indonesian military officers, four 
senior policemen, 65 East Timorese officers and civilians, and 
the former East Timor governor, of crimes against humanity. 
But, so far, Interpol warrants, or “red notices,” have been 
issued in only six cases. 

East Timor President Xanana Gusmao and Foreign Min- 
ister Jose Ramos Horta oppose pursuing retribution in con- 
nection with the 1999 violence, saying it will produce few 
benefits and only widen the rift with Jakarta. Wiranto adviser 
Muladi says Gusmao and Wiranto have met twice to discuss 
reconciliation. At their last meeting six months ago, the East 
Timor president pointed out that he could not interfere if the 
Dili District Court, a hybrid judiciary of East Timor and UN- 
appointed international judges, moved against Wiranto. = 
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MALAYSIA 


Nation-Building 


Limited national service is launched in a bid to spur 


racial integration. But it has its critics 


By S. Jayasankaran/KUALA LUMPUR 


IN MID-FEBRUARY, some 85,000 Malaysian high-school grad- 
uates will take part in an ambitious experiment aimed at forg- 
ing a sense of national identity and boosting racial integra- 
tion. But while the government has been lauding the merits 
of its inaugural national-service programme, the opposition 
claims it is aimed at indoctrinating Muslims to support the 
ruling coalition and others say it’s too limited in scope. 

The programme gets under way on February 16 at 44 
camps around the country. Recruits such as Maryanne Santa 
Maria were chosen at random by computer on December 
8 from Malaysia’s more than 480,000 girls and boys who 
were born in 1986. They include young people from all 
Malaysia’s ethnic groups. 

Santa Maria must report to a rural camp in the western 
Malaysian state of Negri Sembilan, where she and fellow 
recruits will undergo three months of physical training, 
including unarmed military-style exercises, community serv- 
ice and classes on nation-building and patriotism. There are 
no exemptions for those picked, but more than 1,000 
teenagers—mostly ethnic Chinese—have applied for defer- 
ments because they are studying overseas or have enrolled 
in local colleges. 

Jail beckons for those caught trying to evade national serv- 
ice. Santa Maria’s putting a brave face on it, telling the 
REVIEW: “Well, it could be fun. I might make new friends, 
you know, that sort of thing.” 

The Goo million ringgit ($157.8 million) programme rep- 
resents Kuala Lumpur’s first real attempt at tackling a prob- 
lem that’s been simmering for years. Three decades of affir- 
mative action for the country’s majority Malay population, 
accompanied by an Islamic resurgence, have divided 
Malaysian society along religious and racial lines. The polar- 
ization is potentially serious as Malaysia is a multi-ethnic 
nation comprising 63% Malays, 27% Chinese, 9% Indi- 
ans and 1% others. 


BANGSA MALAYSIA 
“National service is conceived as a tool for nation-build- 
ing,” Deputy Premier Najib Razak said recently. “Its end 
objective is the creation of a ‘Bangsa Malaysia,’ or the sin- 
gle Malaysian race.” 

Over the years, national service has been suggested by both 
government and opposition politicians as a way to promote 
racial integration and curb religious extremism in predomi- 
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nantly Muslim Malaysia. But, quite apart from cost, the 
leaders of the United Malays National Organization 
(Umno)—the ethnic Malay party that has been at the heart 
of government since independence from Britain in 1957— 
had always baulked at the idea of non-Malay civilians being 
given weapons training. 

There’s no danger of that under the pilot scheme. 
Perhaps because of cost, the initiative will not be a national 
draft to top up Malaysia’s 96,o00-strong volunteer armed 
forces. “There will be no use of guns or military equip- 
ment here,” explains Khairy Jamaluddin, a member of the 
newly formed National Service Council and a close aide to 
Prime Minister Abdullah Ahmad Badawi. “But it’s a first 
step and it’s evolving.” 

That hasn't stopped people from criticizing the scheme. 
Some have dismissed it as a quick fix that cannot possibly 
meet its objectives of nation-building because it only involves 
18% of those eligible for selection. 
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NATIONAL PRIDE: Young Malaysians on the march 


The country’s main opposition Parti Islam Se Malaysia - 
(Pas), meanwhile, claims the scheme is aimed at indoctri- 
nating Muslim youth to support the government. Pas has said 
that before the national-service camps get under way, it will 
hold compulsory courses for all children of Pas members who 
have been picked. 

“Our programme is aimed at building our children’s men- 
tal strength to enhance their faith in God,” says Salahuddin 
Ayub, the head of the Pas youth wing. “It will also dissuade 
them from hedonism.” 

Umno has denied Pas’s allegations, but it seems likely that 
the national-service programme, which is created by the 
government, will try to portray the ruling party favourably. 

Whether national service will become a permanent fixture 
in Malaysia is unclear. The programme’s cost might prove 
unpalatable to the administration, which has been trying to 
cut expenses to counter six straight years of hefty budget 
deficits. “We’ll see how it goes,” says a government official. 
“Nothing has been decided.” = 
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Let Us Come Home 


By Wwer Kaixi 


The writer was a leader of the 1989 Tiananmen Square 
movement. He now lives in exile in Taiwan 


At the age of 21, I was swept into the leading ranks of a popu- 
lar, student-led movement urging the government of China 
to undertake democratic reforms. That movement was brutally 
put down by troops and tanks in Tiananmen Square and nearby 
Chang’an Avenue on June 4, 1989. I anda generation of fellow 
student leaders have been in exile ever since. 

Fifteen years on, when I look at my homeland from Tai- 
wan, where I live, and from Hong Kong, which I was recently 
allowed to visit, I wonder at how little has changed. True, pub- 
lic demonstrations for more democratic freedoms in Hong 
Kong have not been suppressed by troops and tanks. But 
Taiwan's democratic freedoms are thus threatened. Meanwhile, 
Falungong practitioners continue to be arrested in China, as 
are “bad” political elements, and my generation of student lead- 
ers cannot go home. 

China may well be the world’s miracle economy—the sleep- 
ing giant that has awoken. But let us not forget either that 
China’s problems are immense. The future of its 1.3 billion 
consumers is bedevilled by outrageous extremes of wealth and 
poverty; unemployment in China’s former iron rice-bowl hin- 
terland is dangerously high (unofficial sources put the national 
level at around 15%); and China’s banking system is teeter- 
ing on the brink of bankruptcy. Add to these problems a 
noisy democracy across the Taiwan Strait that is clamouring 


Too many voices have been exiled and for too 
long. It is time they came home. It is time Beijing 


accepted an alternative to the barrel of the gun yy 


for the ultimate democratic freedom—self-determination— 
and Hong Kong’s demands that China genuinely subscribe to 
the spirit of the Basic Law in its administration of the for- 
mer British colony. These are not problems that I believe 
can be solved by totalitarian central power. 

When I look at Taiwan, I am struck by how smooth the tran- 
sition from totalitarianism to democracy has been. That 
accomplishment is at least in part due to the long-serving 
Kuomintang, which realized the necessity for dialogue, and 
~ the necessity of allowing democratic reforms that eventually 
handed governance to the people. By allowing dialogue in Tai- 
wan, the KMT allowed the emergence of a rational political 
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environment. Indeed, democracy begins with 
understanding the importance of dialogue. 
Chinese Premier Wen Jiabao’s recent visit to 
the United States resulted in a cautiously worded 
rebuke by President George W. Bush to Presi- 


~ dent Chen Shui-bian for his plans to hold a ref- 


erendum during Taiwan's March 20 presidential 


} elections. The next day, Chen responded publicly 


by asking: “What is the Taiwan problem?” And 
he answered that question: “The Taiwan prob- 
lem is China’s inability to accept democracy, free- 
dom of speech and human rights.” 

However we see Chen's plans to hold a refer- 
endum, it is impossible to deny that he has truth 
on his side. Taiwan needs China economically, and 
culturally it has much in common with the main- 
land. But politically, China’s failure to engage in 
even-handed dialogue with Taiwan and respect the 
democratic desires of the island’s people has made 
China itself the obstacle in achieving reunification. 
Its intransigence, its preference for threats before 
dialogue, have produced radicalized opposition in 
Taiwan, so that now even its long-time ally in the 
goal of reunification, the KMT, has turned its back 
on China and accepts the Democratic Progres- 
sive Party’s formulation of “one country on either 
side of the strait.” 

Mao Zedong once said that power comes from 
the barrel of a gun. Beijing used that gun on my 
fellow students in 1989; it now suggests it is ready 
to use it again on the people of Taiwan. Thus, I find 
myself facing the same oppressor today that I faced 
I5 years ago. And 15 years on, I find that my think- 
ing has not changed. The solution to China’s vast 
problems begins with that seed of democracy: dia- 
logue. Out of dialogue come ideas, inspiration and 
solutions. Out of dialogue come rational opposi- 
tion and a rational political landscape. 

When I arrived in Hong Kong in January, I 
concluded a brief speech at the airport by saying 
to Beijing, by saying to President Hu Jintao, “Let 
us come home.” I repeat that request. At the 
youthful age of 21 I led a peaceful movement 
embraced by an estimated 100 million people 
across the country. In the course of that movement 
we repeatedly called on the Beijing government 
for dialogue and were denied. 

We called for it then in Tiananmen Square; 
I call for it now in exile. Too many voices have 
been exiled and for too long. It is time they came 
home. It is time Beijing accepted an alternative 
to the barrel of the gun. = 
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France Embraces China, 
Warns Taiwan 


Welcoming visiting Chinese President Hu Jintao 
with true gusto, President Jacques Chirac attacked 
Taiwan for planning a referendum on missile 
defence and urged the European Union to lift a ban 
on arms sales to China. Having declared 2004 the 
“Year of China” in France and lit up the Eiffel Tower 
in red lights, Chirac at a state dinner for Hu warned 
Taiwan that it would be committing a “grave error” 
that could destabilize the region if it held the refer- 
endum in March. “Breaking the status quo with a 
unilateral destabilizing initiative, whatever it is, 
including a referendum, would favour division over 
unity,” he said. In an address to the National Assem- 
bly, Hu spoke of the need for strengthened Chinese- 
French cooperation, but only about 240 out of 
France’s 577 lawmakers attended the speech. Some 
A FRENCH SHOW: Chirac and Hu said they had stayed 
away to show their 
opposition to Beijing's 
human-rights record. 
Hu earlier announced 
that China Southern 
Airlines had agreed to 
buy 21 Airbus aircraft. 
Airbus has its head- 

% quarters in France. 





SINO-U.S. COOPERATION IN SPACE MOOTED 
A senior administration official in Washington was quoted as saying that 
when President George W. Bush unveiled his new vision for space exploration 
on January 14 and referred to the need for international cooperation in the ven- 
ture, he was reaching out to China. The New York Times quoted the official as 
saying: “The reference to international cooperation wasn’t a throwaway line. 
It was an invitation . . . This isn’t the Cold War.” The official said that by not 
limiting his call for partners to Europe and Russia, Bush was implicitly reach- 
ing out to Beijing, though Bush did not mention China by name, the Times 
reported. Bush proposed that U.S. astronauts return to the moon as early as 
2015 and land on Mars within 30 years. Asked to comment on the reported 
overture, a spokesman for China’s Foreign Ministry noted that China is com- 
mitted to collaborating with other spacefaring nations, including the U.S. 
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UNITED STATES 


Chinese officials denied 
accusations of selling 
below-cost shrimp in the 
United States and vowed 
to fight such charges from 
the U.S. shrimp industry. 
The denials followed the 
U.S. Commerce Depart- 
ment agreeing to investi- 
gate allegations that 
China, Vietnam, Thailand, 
India, Brazil and Ecuador 
were dumping shrimp. 


RURAL INCOMES 


The National Bureau of 
Statistics said growth in 
China’s rural residents’ 
per capita net income 
slowed to 4.3% on year in 
2003 compared with a 
4.8% increase in 2002. 
The 2003 rise resulted in 
an annual per capita net 
income for rural residents 
of 2,622 renminbi ($316). 
Urban residents recorded 
a 9.3% rise in incomes. 


STOCKS 


Warnings from analysts 
of a bubble in Chinese 
stocks bursting in 2004 
grew after gains of 81% as 
measured by the Morgan 
Stanley Capital Interna- 
tional China Index in 








AFTER DAYS of official 
denials that avian flu was 
spreading in the country, 
the official Xinhua news 
agency reported its first 
outbreak among ducks at a 
farm in southern China. 
Xinhua said no infections 
had been found among 
people, and that following 
the deaths of the ducks at a 
farm in Guangxi province on 
January 23 some 14,000 
poultry were culled within a 
3-kilometre radius. It also 
reported unconfirmed 
outbreaks among chickens 
and ducks at two farms in 
Hubei and Hunan provinces. 
The denials added to doubts 
among international offi- 
cials that China was 
responding sufficiently to 
the outbreak. 


2003. Chinese stocks that 
trade in Hong Kong rose a 
total of 152% in 2003. 


STEEL 


State media said China 
recorded a 15.4% year-on- 
year increase in steel 
production to 210 million 
tonnes in 2003. The 
country’s annual demand 
for steel was forecast to 
rise to 250 million tonnes 
and 310 million tonnes by 
2005 and 2010 respec- < 
tively, according to China 
Iron and Steel Association 
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Deputy Secretary-General 
Li Shijun. Officials have 
warned of looming 
serious overcapacity. 


with villagers near Beijing 
for the Lunar New Year 
holiday. “The Communist 
Party is a party for all the 
people, and our govern- 
ment is the people’s 
Amnesty International government,” Hu told a 
appealed for the release man in a scene that was 
of 54 people jailed in shown on state television. 
China for expressing 
opinions on the Internet. 
The London-based 
human-rights watchdog 
cited a “dramatic rise” in 
the number detained for 
anything from political 
speeches to spreading 
news about Severe Acute 
Respiratory Syndrome. It 
said the 54 cases were 
probably just a fraction of 
the number of people 
detained for making 
statements on-line. 


TOURISM 


A new official report said 
that the Great Wall of 
China was gradually 
being destroyed by 
growing tourist traffic, 
new development and 
neglect. The official 
Xinhua news agency 
quoted the report as 
saying that only one-third 
of the wall still existed 
and parts of the surviving 
sections were falling. 


FALUN GONG 


In a rare television 
appearance, exiled Falun 
Gong founder Li Hongzhi 
said Beijing cracked down 
on the meditation group 


div 





NO CHALLENGE? Li Hongzhi 


because leaders envied 
its popularity. In an 
interview with a New 
York-based television 
station, he denied Falun 
Gong was ever interested 
in challenging the govern- 
ment. A Foreign Ministry 
spokesman in response 
called Li a dangerous 
criminal whose “cult” had 
to be stopped. 





Hammering home his 
administration’s message 
of caring for ordinary 
people, President Hu 
Jintao made dumplings 
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BUSH PUSHES CHINA ON RENMINBI PEG 

In an inauspicious start to the Lunar New Year for China, United 
States President George W. Bush complained on January 21 about 
Beijing’s trade and currency policies. In a speech in Ohio, Bush 
reiterated that the United States wants free trade, but its partners 
must be committed to fair practices. Bush cited China as an exam- 
ple of a country that engages in unfair trade practices, presum- 
ably because the renminbi is pegged to the dollar. “We expect coun- 
tries like China to understand that trade imbalances mean trade is 
not balanced and fair,” said Bush, who seeks re-election this year. 
“They have got to deal with their currency.” At the annual World Eco- 
nomic Forum in Davos, Switzerland, however, a senior Chinese 
banker said shock therapy to revalue the renminbi and redress 
the trade surplus with the U.S. was not appropriate, but China should 
gradually float its currency instead. Zhu Min, Bank of China general 
manager and adviser to the bank’s president, said the renminbi’s 
trading band could be widened by up to 2.5% against the dollar as 
a first step. It is now pegged near 8.28 to the dollar with a band of 
8.276-8.280. “The end-goal is to make the renminbi flexible and float- 
able. The goal is not a one-off shock adjustment. The solution is 
to build a system,” Zhu told Reuters. He gave no time-frame. 


NEW DRAFT WIDENS CAR-LOAN PROVIDERS 
Setting the ground for car financing by car makers, China’s cen- 
tral bank circulated draft rules that flesh out existing car-financing 
regulations and widen the range of lenders. While car-finance 
rules issued in1998 limited such lending to the four major state- 
owned banks, the draft opens up the business to banks, credit coop- 
eratives and nonbanking car-finance companies. The draft from the 
People’s Bank of China followed one issued by the China Banking 
Regulatory Commission in October on the establishment and 
approval of car-finance companies. The banking regulator in Decem- 
ber approved car-financing ventures by General Motors, Volkswa- 
gen and Toyota Motor in a move likely to further stimulate China’s 
roaring car trade. The central bank’s draft rules eliminate a restric- 
tion on lending for only locally made cars, but it is unclear whether 
this means money can be borrowed to buy imported cars. The draft 
allows car financing for car distributors. Car-loan guarantors have 
recently started withdrawing, complaining that banks underwrite 
too many loans to customers who cannot or will not repay. 


RULES ISSUED ON COAL EXPORTS 

In the face of potentially crippling power shortages that led to 
regional blackouts in 2003, China issued coal-export-quota regu- 
lations. The quotas would ensure the “safety of the country’s econ- 
omy” and a reasonable use of resources, say the new rules, which 
take effect from July 1. Additionally, the quotas must meet the 
national industrial development policy, the new rules say. The quo- 
tas can be adjusted if there is a major change on the international 
market or domestically. The regulations were issued by the National 
Development and Planning Commission, the Ministry of Commerce, 
and the Customs Bureau. They will be used to set coal-export quo- 
tas every year before October 31 for the following year. 


| Elsewhere in the Review: | 
_ The 5th Column: Let Us Go Home, Says Wu’er Kaixi (page 21) | 


Hong Kong: Budget Blues (page 42) 
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INVESTMENT 


Outwar 


INVESTING IN CHINA is part of almost 
any big multinationals business plan. 
China attracted a total of $57 billion in for- 
eign direct investment in 2003 alone, 
according to the United Nations. But 
largely unnoticed against the flood of cap- 
ital into China is a small but rapidly grow- 
ing flow of outward direct investment 
from China as both state-owned and pri- 
vate Chinese companies start to see ben- 
efits in investing abroad. Investment-hun- 
gry Asian nations like Thailand are 
among the first to see the opportunities. 

Winyu Laopoonpittaya surveys a new 
frontier of investment from his office in 
an ornate building on Shanghai's historic 
Bund. The diplomat represents Thailand’s 
government-run Board of Investment 
(BOI), which encourages foreign firms to 
invest in the country and opened a branch 
in Shanghai eight months ago. “Before 
the 1997 economic crisis we had a pol- 
icy of encouraging our businesses to go 
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With its economy pounding ahead at a world-beating pace, China increasingly looks set also to 
develop into a major foreign investor in Asia. Countries such as Thailand are making an early bid 
to attract jobs and capital from the Middle Kingdom’s state-owned and private companies 


out of Thailand,” says Winyu. Now, he 
says his role in China is “to invite Chinese 
entrepreneurs to go to Thailand; it’s a very 
good place to invest.” 

With China’s domestic market of 1.3 
billion people and plenty of low-cost 
labour, it might be surprising to find com- 
panies looking at investing offshore. Yet, 
like any maturing economy, as China 
grows and competition intensifies, some 
companies are stretching their wings 
overseas to tap new markets and develop 
global brands. They may also aim to 
escape regulatory barriers and overca- 
pacity at home and, in the most developed 
areas, higher land and labour costs. And 
with protectionism growing in the United 
States against Chinese exports, a foreign 
presence can be a clear advantage. 

Just ask Chen Xieyi. Chen is general 
manager of Worldbest Textile (Thailand), a 
subsidiary of a Shanghai-based and state- 
owned enterprise, with two factories on an 
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industrial estate in Rayong, eastern Thai- 
land, for the past two years. Chen cites low 
labour costs in Rayong and the country’s 
efficient financial system as key reasons 
why Worldbest has seen a 7% return on its 
investment of $107 million. He says the 
parent company plans to open a chemical 
factory in Rayong early this year and a 
household-goods plant in the next year or 
so. “There are very good investment con- 
ditions here in Thailand,” says Chen. 
Tony Xu from textile maker Dunsky 
in Shanghai says the company is consid- 
ering setting up a factory in northern Viet- 
nam. One factor is that labour costs in 
Vietnam are, he claims, 40% lower than 
in Shanghai, China’s financial hub. The 
reason for moving abroad instead of just 
to another city with cheaper land and 
labour, Xu says, is a more liberal invest- 
ment regime than at home—though Viet- 
nam itself has new problems with quotas 


on textile exports to the U.S. (see related “1 


CHINESE BUSINESSES 
SEEK FOREIGN FIELDS 


Operating abroad can 
benefit large and small 
Chinese companies. The 
pluses include: 


e Reaching new markets and 
raw materials more efficiently 


e Tapping free-trade areas and 
avoiding protectionist quotas 
and tariffs 
e Finding the lowest-cost loca- 
tions and learning local know- 
_how from foreign partners 
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article on page 40). China’s bureaucracy is 
another hurdle, he adds. “The rules of the 
game here [in China] levy higher costs for 
us,” Xu says. 

Companies like Worldbest and Dun- 
sky could represent the start of a trend 
that is likely to become more evident as 
China’s firms grow and seek new mar- 
kets. Some of China’s biggest concerns 
have already taken this path. The earli- 
est beneficiaries of this new exploration 
will probably be China’s neighbours—the 
very Southeast Asian countries that were 
recently lamenting how China was suck- 
ing up FDI at their expense. 

Beijing makes no bones about its 
desire to promote outward investment. 
Premier Wen Jiabao told a business audi- 
ence at an Association of Southeast Asian 
Nations summit in Bali in October last 
year: “The Chinese government will 
encourage more of its companies to make 
investment and establish their businesses 
in Asian countries.” More than 100 Chi- 
nese business executives attended an 
investment forum held in conjunction 
with the Bali summit. Another 40 com- 
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OUT OF CHINA: A worker at a Worldbest factory in Thailand, owned by a subsidiary of a Chinese state-owned company 


panies went to an Asia-Pacific Economic 
Forum investment conference in Bang- 
kok the same month. 

Chinese companies invested $2.7 bil- 
lion abroad in 2002, according to the Min- 
istry of Commerce in December 2003— 
the first time it has highlighted outward 
investment figures. By the end of 2002, the 
Export-Import Bank of China had provided 
a cumulative total of nearly 300 billion ren- 
minbi ($36 billion) in concessionary loans 
and guarantees for Chinese companies 
overseas, official figures show. 

Despite this encouragement, and 
China’s accession to the World Trade 
Organization in late 2002, outward 
investment still requires official approval. 
Projects that exceed $30 million must 
go to the State Council, China’s cabinet. 
From Beijing's point of view, lifting all bar- 
riers to overseas investment could risk a 
stampede with cash-rich Chinese com- 
panies bidding against each other for for- 
eign assets, something that has already 
happened in the oil industry. 

As one of a series of measures to ease 
upward pressure on the renminbi, Beijing 





in 2003 gave more leeway to Chinese 
companies to invest overseas. The State 
Administration of Foreign Exchange 
raised to 10 the number of regions from 
which companies may invest outside 
China. Compared to the $120 billion of 
foreign-exchange inflows accumulated by 
the People’s Bank of China last year, how- 
ever, the sums flowing out in the form 
of approved capital investments are tiny. 
According to state media, the ceiling on 
outward investments for each approved 
region is just $200 million. 

But even with such restrictions, Chi- 
nese companies are still looking abroad— 
and their ventures are growing bolder. 
In November last year, for example, lead- 
ing Chinese consumer-electronics maker 
TCL agreed to take a majority stake ina 
joint venture with Thomson of France 
to produce televisions and DVD players. 
The deal would create the world’s top tel- 
evision-set maker with expected annual 
revenues of more than $3.78 billion. The 
new firm would bring together TCLs fac- 
tories in China, Vietnam and Germany 
and Thomson's factories in Thailand, >> 
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Poland and Mexico. The French govern- 
ment dubbed 2004 the “Year of China” and 
feted President Hu Jintao on a visit in late 
January during which he was to sign a joint 
operating agreement between TCL and 
Thomson. In December, chemical giant 
China National Bluestar signed an initial 
agreement to buy a controlling stake in 
Ssangyong Motors, South Korea’s fourth- 
largest car maker, and proposed invest- 
ing $1 billion in it (see article below). 

Not all the deals are so big, but col- 
lectively they are starting to show up in 
investment statistics. China ranked sixth 
in terms of numbers of new foreign- 
invested projects in Britain in the year 
to March 2003. They provided less than 
250 jobs in Britain, but are seen as signs 
of a larger trend—and one that other 
countries are keen to capitalize on. Chi- 
nese companies “realize with WTO entry 
and globalization that they have to go over- 
seas to compete,” says Claire West, China 


manager for the inward-investment arm 
of UK Trade & Investment. “It’s a major 
step for Chinese companies. They’ve 
never had to do it before.” 

Eddie Chen of Invest in Sweden, the 
Swedish investment agency that opened 
in China at the end of 2002, believes that 
the time is almost ripe for an explosion of 
overseas investment. He points to the phe- 
nomenon of slow growth in sectors such 
as telecoms, cars and text messaging in 
China before the onset of sudden and sus- 
tained demand. “In China’s economic 
development the curve is always flat at the 
beginning but then it takes off very 
sharply. I expect the same thing to happen 
with Chinese overseas investment,” says 
Chen in Shanghai. “Companies are 
preparing now, they believe they have to 
start doing this and it will happen soon.” 

To supply industry with raw materials 
and power, the bulk of China’s invest- 
ments overseas remain resource-based— 


oil and gas in Australia, Indonesia and 
Thailand, for example. But now Chinese 
manufacturers are scouting the region for 
production platforms to penetrate new 
markets. “Competition in China is 
fierce and there are a lot of good rea- 
sons for companies to start looking 
around,” says Jonathan Anderson, man- 
aging director of UBS investment research 
in Hong Kong. “Typically the considera- 
tion is market driven,” says Eugene von 
Keller, president of Roland Berger Strat- 
egy Consulting in Shanghai. 

The primary beneficiaries in the 
short term are likely to be Asean coun- 
tries with relatively liberal investment 
regimes and large urban markets. Chi- 
nese investors come to Thailand “to use 
the country as a gateway to the Asean 
market,” says BOI Secretary-General 
Somphong Wanapha. Elsewhere, Chi- 
nese companies now supply Indonesia 
with electric-power plants and mobile- 


WHEN THE BIG STARS VENTURE OUT OF CHINA 


If China National Bluestar hoped 
being in the vanguard of Chinese 
outward investment would be 
easy, experience quickly taught it 
otherwise. In December, the 
chemical giant, which also has a 
chain of car-repair shops, signed a 
memorandum of understanding to 
buy a controlling 49% stake in 
South Korean sport-utility-vehicle 
maker Ssangyong Motors. It 
proposed investing $1 billion in 
Ssangyong, South Korea’s fourth- 
largest car maker. 

But in January, when Bluestar 
representatives visited the 
Ssangyong factory in Pyeongtaek, 
south of Seoul, they found work- 
ers picketing the plant entrances 
and blocking their efforts at due 
diligence. The deal, one of the largest outward investments 
proposed by a Chinese company outside the resource sector, is 
still up in the air. 

The takeover also aroused concern in South Korean business 
circles. FDI from most industrialized countries is generally wel- 
comed for creating jobs, promoting exports and bringing in 
advanced technologies and managerial skills. But many Koreans 
are wary of China’s foray, partly because they see no spillover 
from Chinese investments. More Chinese collaboration, they fear, 
is likely to erode further South Korea’s already shrinking techno- 
logical edge over China and intensify direct competition. 

Assertive unions are not what Bluestar, one of a group of 
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ANGER: Ssangyong workers 
protest against the takeover 


state-owned conglomerates administered by the central govern- 
ment, is used to in China. The group contains dozens of compa- 
nies, including three listed on China’s stockmarkets, and Chonche 
Auto Service Corp. Chonche needs the kind of technology that 
Ssangyong could provide. Chonche grew out of a decision in the 
1990s to get the military out of business and consists of about 
three dozen former military companies with factories and car- 
service outlets. It does not produce passenger Cars. 

If Bluestar’s bid succeeds, it will become the first Chinese 
company to acquire a foreign car maker. Its progress will be 
watched closely by other large Chinese companies such as 
animal-feed giant New Hope, Qingdao-based consumer-goods 
manufacturer Haier and hi-tech companies Huawei and ZTE, 
which have taken more modest steps abroad in recent years. 

Labour unrest isn’t the only impediment to Chinese firms 
heading overseas. Officials have taken some steps in easing 
overseas-investment rules—most usefully in the area of exchange 
controls—in recent years, but the red tape that remains inhibits 
the foreign expansion of Chinese companies. 

They still need government approval for overseas invest- 
ments. This adds to the uncertainty around state-owned Blues- 
tar’s plans to acquire Ssangyong because, like Bluestar, rival 
Chinese bidder Shanghai Automotive Industrial Corporation 
(SAIC) claims it enjoys Beijing’s backing in its bid for the Korean 
firm. Though there was no government comment, the Chinese 
press took this to mean that the state-owned Assets Supervision 
and Administration Commission backed Bluestar while the State 
Reform and Development Commission supported SAIC. 

It is not yet clear what the implications of this interagency 
rivalry are for Bluestar. In the short run, the most significant 
threat to its bid looks to be South Korea’s muscular trade unions. 

David Murphy 


CHINA’S COMPANIES STEP OUT ABROAD 
Number of approved Chinese outward direct 


investment projects in Asia 


Australia 
Thailand 
Cambodia 
South Korea 
Vietnam 
Japan 
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Burma 





Indonesia 


Source: Ministry of Commerce, Beijing. Present: 





phone networks, and there are plans to 
build a 17-hectare China business centre 
in Jakarta, local media have said. 
Chinese investors in Southeast Asia 
are especially significant given the region's 
recent angst over losing export revenues 
and FDI to China. The irony for Thailand 
is that until recently, the country’s textile- 
and-garment sector was seen as a sun- 
set industry, as higher labour costs drove 
production to China. Today, saddled with 
debt, underused plant and spare labour, 
the industry is available to investors at 
what are said to be bargain prices. “I have 
Chinese companies asking me where 
they can buy textile factories with 2,000- 
3,000 workers, and they’re going pretty 
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cheaply,” says Vikrom Kromadit, a Thai 
businessman of Chinese descent who 
is chairman of the Thai-Chinese eco- 
nomic cooperation committee. 

To be sure, the total value of outward 
Chinese investment is still small com- 
pared with that from Japan and Taiwan, 
two of the biggest sources of FDI in Asia. 
And it’s still way short of FDI into China. 
But the trend is upward with the figures 
for outward investment from China grow- 
ing most rapidly in the past five years. 

The United Nations Conference on 
Trade and Development in December 
highlighted such a development. “Aver- 
age annual outward FDI flows have 
grown from $0.4 billion in the 1980s 
to $2.3 billion in the 1999s, contributing 
to an accumulated book value of at least 
$35 billion,” Unctad said in a Decem- 
ber report. “Chinese enterprises are at 
the threshold of becoming major foreign 
direct investors in Asia and beyond,” said 
Karl Sauvant, director of Unctad’s invest- 
ment division in Geneva. 

Economists say overcapacity in some 
sectors combined with flagging domestic 
demand often provide the impetus for 
moving manufacturing overseas. Slug- 
gish domestic demand and declining 
profit margins forced manufacturers such 
as consumer-goods giant Haier, and elec- 
tronics heavyweights Changhong and 
Konka to establish production bases out- 
side China, according to Singapore econ- 
omists John Wong and Sarah Chan in a 
report published in September 2003. 


Haier now has 13 overseas factories. 

Wong and Chan say another power- 
ful incentive is the need to secure mar- 
ket access by circumventing trade bar- 
riers abroad and taking advantage of 
free-trade areas. When the U.S. slapped 
import duties on Chinese textiles and 
garments in November, Worldbest’s 
stock took a beating in Shanghai. But the 
group has plants in Mexico and Canada 
to benefit from the North American 
Free-Trade Agreement. 

An important characteristic of such 
foreign investment is that Chinese com- 
panies take their cues from overseas Chi- 
nese contacts. Thailand, for historical and 
cultural reasons, presents a friendly face 
to Chinese enterprise in a region long 
marked by suspicion of China. “There are 
no racial problems here between Thais 
and Chinese. The richest men in the 
country are Thai Chinese, they are in pol- 
itics and in fact running the country,” says 
businessman Vikrom. 

Thailand’s giant Charoen Pokphand 
Group, one of the first foreign investors in 
China, also helps attract Chinese invest- 
ment, Thai officials say. The president of 
the group's agribusiness division is pres- 
ident of the Thai-China friendship asso- 
ciation. CP is a major shareholder in Busi- 
ness Development Bank, which helps 
finance medium-sized enterprises in the 
Shanghai region. “Through our exposure 
we may be able to help identify players 
interested in investing overseas,” says 
Sarasin Viraphol, an executive vice-presi- 
dent of CP Group in Bangkok. 

The Thai BOI’s Winyu is sanguine 
about the prospects of his Shanghai out- 
post with two investment officers and 
three local staff. “I predict we will have 
19 new investments by the end of 2004,” 
says Winyu, who also served with the 
BOI in Tokyo. “I love the Chinese style. 
They move very fast. Not like the Japan- 
ese sending in study teams to talk and 
talk.” Unlike other investors, however, 
the Chinese don’t shout from the 
rooftops when they arrive, he says. 
“They like to keep things quiet. Business 
people with a high profile tend to get 
caught and investigated.” = 

David Murphy in Beijing, 

Tom Holland in Hong Kong, Helena Yu 
in Shanghai and Rodney Tasker in 
Bangkok contributed to this article 
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After three slow years, the chip industry is finally rebounding. 
Demand for funky new camera phones and other must-have gadgets 


is driving growth. But will it last? 


for cool new 
gadgets soaring and computer sales reviv- 
ing, the semiconductor industry is in 
recovery. Indeed, industry watchers are 
optimistic as semiconductor chip makers 
are settling in for a year of strong growth. 
But the challenge remains, as Joanne 
Itow, senior analyst at Semico Research 
Corp., puts it, “to make it good enough to 
last for more than just one year.” 
Revenue in the global semiconduc- 
tor industry is forecast to grow 26.8% 
this year, and 39.7% at the made-to-order 
chip makers, or foundries, according 
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to United States-based research com- 
pany Semico. Profits for some of the 
largest makers, such as Taiwan Semi- 
conductor Manufacturing Co., are being 
forecast near $3 billion, or almost 60% 
more than in 2003. “We feel the envi- 
ronment is steadily improving,” said 
IBM Corp. chief financial officer John 
Joyce at the company’s investor confer- 
ence on January 16. “I would character- 
ize 2004 as the year when the industry 
will begin its next growth cycle.” 

But will it last? A change of heart 
among fickle consumers could just as 
easily signal an end to the growth surge. 
The added danger is that manufacturers 
will overinvest in capacity—as they did 
in 2000—and send the industry back 
down into the doldrums from which it is 
just emerging. 

For now, at least, the outlook is good. 
Semiconductor-fabrication plants, or 
fabs, are running at or near full capac- 
ity, and customers like Motorola are 
double-booking orders out of fear they 
will not get the chips needed to power 
their cellphones. Industry revenue 
growth for this year is tipped to reach 
32%, while U.S.-based market research 
company IC Insights puts foundry 
growth as high as 43%. 

Fabs at both TSMC and its counter- 
part, United Microelectronics Corp., are 
running at over 90% capacity, and 


WAFERS ARE IN: The 


semiconductor industry 
is emerging from a 
three-year rut 





Semico expects a 30% supply shortage 
this year for some semiconductor prod- 
ucts. Recently, TSMC and UMC opted to 
forgo annual fab maintenance in order to 
free capacity to meet the onslaught of 
orders that have arrived in the past few 
months. Furthermore, prices are report- 
edly up by 10%-20%, and it is taking 
three to four months longer for chip cus- 
tomers to get their products. 
First-quarter semiconductor ship- 
ments this year are expected to exceed 
fourth-quarter shipments in 2003— 
unprecedented in an industry that usu- 
ally peaks annually in December. Japan- 
ese securities house Nomura Equity 
Research, for example, forecasts single- 
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digit percentage quarter-on-quarter ship- 
ment growth. “Demand from foundry 
customers remains strong and there may 
be no seasonal decline this year,” says Rick 
Hsu, Taipei-based semiconductor analyst 
at Nomura. 

Having been burned once, however, 
investors have grown wise to the industry’s 
ups and downs; stock prices are not reflect- 
ing the mood as they did in the r99o0s. The 
hi-tech Nasdaq, for example, was up 
around 80%-90% every year in the late 
1990s. Last year, it was up only 50%. 

Likewise, TSMC stock was growing 
around 200% year on year in the late 
1990s. Last year it was up 61%, and so far 
this year, only 7.8%. 
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“The good news is that 2004 looks a 
lot like 2000. The bad news is that 2004 
looks a lot like 2000,” says G. Dan Hutch- 
eson, president of U.S.-based market- 
research company VLSI Research, refer- 
ring to the boom cycle in 2000. Then, 
strong electronics demand and tight fab 
capacity appeared to promise sustainable 
long-term growth. That led to overinvest- 
ment, which in turn led to an excess of 
supply that came on just as demand 
began to taper off. Those combined forces 
threw the industry into a three-year rut 
from which it is just recovering. 

The 1990s were the days of threefold 
growth, when everyone craved a com- 
puter. Chip makers were enjoying 50% 


profit margins and soaring stock prices. 
Just build a semiconductor plant and the 
orders would come. 

All that fell apart in 2000, when 
everyone that would own a PC had 
bought one, but manufacturers contin- 
ued to invest. Granted, the electronics 
industry is cyclical, but this was the first 
and only downturn over the past decade 
in which companies made pre-tax losses. 
The semiconductor industry was hit par- 
ticularly hard;-experiencing prolonged 
declines-with 32% negative growth in 
2001 and-only 1.3% growth in 2002, 
while companies reported pre-tax losses 
in both 2001 and 2002; 
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renewed electronics demand, is 
exhibiting much milder growth 
than the industry is used to. 
Global manufacturing of elec- 
tronic products contracted out, 
or original-equipment manufac- 
turing (OEM), from companies 
such as Dell, Hewlett-Packard 
and Motorola grew annually at 
over 10% in the 1990s. OEM was 
down 13%-14% year on year in 
2001, and down 9% further in 
2002. Although OEM is ex- 
pected to grow 5%-10% this year, 
growth in the next five years may 
be zero to 5%. 

“It is slower than people 
expect, but it is still growth,” says 
Andrew Lu, the Taipei-based head 
of regional semiconductor 
research at Citigroup Smith Bar- 
ney, adding that strong compa- 
nies can still grow through mar- 
ket-share gains. 

Although the global semi- 
conductor industry may grow 
more than 30% this year, and in 
the past has seen long-term aver- 
ages of around 20%, in the 
future it will have to get used to 
around 10% growth, or maybe 
even single digits. “There are just 


not enough drivers to push the 50: ` 


whole industry like the PC once 
did,” says Lu. When this surge 


wears itself out, probably next 0 


year, Lu believes the industry will 

have to settle in for years of 
slower growth in which only the 
top-tier companies will maintain 

strong profit growth by gaining market 
share from their competitors. 


TECH TRANSITION 

Databeans Inc., a U.S.-based semicon- 
ductor-market research firm, forecasts a 
cumulative annual-growth rate of 10.6% 
over the next six years, of which 2005 will 
see negative growth. Databeans’ senior 
industry analyst, Susie Inouye, notes that 
economies of scale in both technology and 
management are lowering prices and thus 
slowing revenue growth. She forecasts 
that unit demand in the next decade will 
actually be higher than in the past 10 
years. “There are semiconductors in just 
about everything today. The industry still 
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conductor analyst at financial- 
services company ING. The 
advent of colour-screen hand- 
phones with digital cameras is 
driving sales. Also, the transition 
from second-generation phone 
networks to 3G, or third-genera- 
tion, wireless networks, which 
will allow functions such as Inter- 
net access, is expected to drive 
cellphone sales in the coming 
years. “A lot of end markets are 
finally growing,” says Steve 
Cullen, director of semiconduc- 
tor research at In-Stat/MDR, a 
U.S. based industry-research 
house. Thin-film transistor liq- 
uid-crystal display monitors and 
TVs are selling, as are digital cam- 
eras, recorders and players. 

Ask Tony Massimini, chief of 
technology at Semico. He found 
a plethora of products at the Las 
Vegas Consumer Electronics 
Show in January, leading him 
to reaffirm the company’s posi- 
tion that “the recovery will be 
driven by consumer and com- 
munications markets.” 

The billion-dollar earnings 
question, however, is how long 
strong growth in consumer and 
communications markets will 
last. When will consumers feel 
that their tax rebate should be 
saved, not spent on replacing their 
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has tremendous potential,” she says. 

Computer sales still have a role in this 
upturn, albeit a smaller one. UBS Invest- 
ment Bank, for instance, expects 11% 
growth this year in PC sales, and 25% 
growth from notebook sales (see chart 
above)—far below previous years’ num- 
bers, but substantial all the same. Further, 
the last big computer upgrade was in 
2000, so four years on, companies are 
due to get new machines. 

And yet with cellphone sales forecast 
to grow around 10% this year to over 
half a billion units, “the foundries’ chip 
growth for [cellphone] integrated cir- 
cuits will outpace that of PCs by more 
than two times,” says Chris Hsieh, semi- 
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perfectly functioning TV? And 
that it is enough to use a cell- 
phone to make calls, with no need _ 
for Internet browsing, or that their ` 
PC already has more speed and power 
than they will ever use? 

With semiconductor manufacturers’ 
capital expansion set to grow by dou- 
ble-digit percentages this year, and 
equipment suppliers’ revenue growth 
expected to top 40%, when will excess 
capacity hit the market? “With the addi- 
tional capacity that is expected to be 
added in the latter half of 2004, the over- 
supply and reduced demand will create 
a scenario for lower revenues,” warns 
Semico’s Joanne Itow. 

“What will make it bad is that every 
competitor will plan to gain share, 
which ensures excess capacity at some 
point in the future. Enjoy it while it’s 
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great, but expect a decline on the order 
of 30% to start in late 2005,” says 
Hutcheson at VLSI. 

The dilemma for manufacturers is 
that they are running at full capacity and 
their customers are demanding still 
more. “If they want to keep their cus- 
tomers, they need to expand,” says Hsu 
at Nomura. 

Due to the previous downturn, gen- 
eral underinvestment has occurred 
throughout the industry over the past 
two years. TSMC, for instance, saw 
hardly any additional capacity come on 
stream in 2003, holding steady at about 
4 million wafers per month in 2002 and 
2003. Likewise, UMC only had 3% 
capacity growth last year. 

Now, with customers overbooking and 
fears running through upstream markets 
that orders may not be filled, the down- 
stream chip makers are fighting with each 


THE BILLION-DOLLAR EARNINGS QUESTION IS 
HOW LONG STRONG GROWTH IN CONSUMER AND 
COMMUNICATIONS MARKETS WILL LAST 


other to get equipment and increase 
capacity, leading to double ordering. The 
order time to get essential semiconduc- 
tor-manufacturing equipment, such as 
lithography machinery, has grown from 
six months to nine months. 

The danger, of course, is too much 
investment leading to overcapacity, as in 
2000. TSMC will spend $1.8 billion this 
year, up from $1.2 billion in 2003, while 
UMC will increase spending by more 
than fourfold to $1.5 billion, up from 
$350 million last year. 

“Add on top of that the possibility for 
China to overbuild . . . and we now have 
the potential for an oversupply situa- 


tion,” says Itow at Semico. Chinese 
foundries are building enough capacity 
to account for 20% or more of the global 
chip-foundry industry in late 2005 (see 
article below). 

Still, even if this rebound will be 
more short-lived than in years past, 
expect at least a year, maybe two, of good 
times, with sufficient demand to satisfy 
all of the players involved and their extra 
capacity. “January through June 2004 we 
don't have to worry about overcapacity,” 
says Lu at Smith Barney. “But will 
demand maintain the same pace in the 
second half?” If it does, that will be cause 
for concern in 2005. = 


WATCH OUT: CHINESE CHIP MAKERS ARE ON THE RISE 


While the semiconductor market is booming now, the 
industry is more than a little worried about what the 
future may hold. “Will there be another recession in 
2005?” asked Morris Chang, chairman of the world’s 
largest made-to-order chip maker, Taiwan Semiconductor 
Manufacturing Co. (TSMC), in a speech in September. 
“Yes. China will cause it.” 

China’s five semiconductor foundries are forging ahead, 
adding enormous manufacturing capacity. From around 9% 
of the foundry market’s capacity today, Chinese plants are 
expected to produce 15% of the industry’s silicon wafers— 
from which chips are cut—by the end of the year, and over 
20% in 2005. “The overcapacity will be massive. And taken 
with a modest fall in global chip 
sales, there will be a rough 
landing for the industry,” says 
Rick Hsu, Taipei-based semicon- 
ductor analyst at Japan’s 
Nomura Securities. 

Take, for example, Semicon- 
ductor Manufacturing Interna- 
tional Corp., China’s largest 
manufacturer. It has three 20- 
centimetre-wafer-fabrication 
plants, or fabs, in Shanghai that 
will increase capacity by 70% 
this year. Add a recently pur- 
chased Tianjin 20-centimetre 


foundry capacity: 
2005 over 20% 


2004 12% 
2003 7% 
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fab, a 30-centimetre fab in Beijing that is expected to 
start work in this year and two more 30-centimetre fabs 
scheduled for 2005 and 2006, and China will be sitting 
on a mountain of wafers. 

The Chinese foundries aim to supply the local market. 
Currently, almost 80% of China’s chip demand, which 
totalled about $22 billion last year, is being met by foreign 
makers. The government hopes to raise the country’s self- 
sufficiency to over 50%, and has invested heavily in a few of 
the companies. But, analysts warn, the local market is 
expected to grow less than 20% this year and around 13% 
next year—slightly slower than manufacturing capacity. 

Although China’s operations are tiny—total wafer sales 
in 2002 totalled $325 million, or 
only 7% of TSMC’s—they have a 
cost advantage of more than 10% 
and average selling prices 40%- 
50% below those of TSMC. This 
lays the foundation for price 
competition, readying China to 
begin undercutting prices to gain 
market share. As Hsu puts it: 
“China’s fabs will find their 
market at the expense of foreign 
fabs.” When that time comes, 
probably in late 2005, the indus- 
try will feel the effects. 

Macabe Keliher 
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Pipe Dreams 


Is fruity Lucia a match for the mighty Marlboro Man? Japan Tobacco is betting a slew 


of new cigarettes—including citrus flavour—will spark new interest 


IF CIGARETTE SMOKE gets up your nose, consider this: Japan 
Tobacco, the nation’s biggest cigarette company, has launched 
a slew of new brands. One smells of citrus, another smells 
of rum, while a third tastes—you may have guessed it—of 
pure, unadulterated tobacco. 

The new products are part of the world’s third-largest cig- 
arette maker's efforts to counter the pending loss of one of its 
longest and best-selling products: the 
Marlboro brand. For the past 30 
years, Japan Tobacco had an agree- 
ment to produce and sell Philip Mor- 
ris International's Marlboro cigarettes 
in Japan, which made up an 8.5% 
share of Japan's ¥4 trillion ($37.6 bil- 
lion) cigarette market. But the licence 
will not be renewed when it expires 
in April 2005. Neither company 
would comment on the ending of the 
agreement. 

So Japan Tobacco is on a mission 
to fill the void left by Marlboro with 
new brands. It’s launching 13 new 
products this year—it usually 
launches only four per year. The new 
products, devised by nine small mar- 
keting teams that compete amongst 
themselves, will initially be test-mar- 
keted in a few prefectures. Those that 
prove a hit will eventually be sold 
nationwide. 

Creating a new brand that 
matches Marlboro’s success won't be 
easy. For a start, the Marlboro brand 
sold at a high ¥300 for a pack of 20 
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cigarettes. By contrast, mostof Japan A LONG DRAG: Japan Tobacco faces a challenge 
Tobacco’s cigarette products are getting smokers to switch from their favourite brands 


priced at ¥270 or ¥280. 

“We need more than ever to create competitive brands,” 
says Yasumasa Matsunaga, an executive vice-president at 
Japan Tobacco’s cigarette division. The company says it plans 
to launch about 10 new products every year, aiming most of 
them at young smokers. That’s because they are believed to 
be more likely than older customers to try something new. 

The loss of Marlboro comes at a particularly difficult time 
for Japan Tobacco. While the former government monopoly 
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By Ichiko Fuyuno/Toxyo 


still holds a dominant market share, it’s gradually losing 
out to foreign brands such as Philip Morris's Lark and British 
American Tobacco’s Kent. Japan Tobacco’s market share has 
slipped to 73.3% in the year ended March 2003 from 77.6% 
five years ago. Sales in Japan—its key profit-making market— 
fell 0.7% from the year-ago period to ¥1.8 trillion in the six 
months to September 30. 

What’s more, the business out- 
look is about to become even more 
challenging. Japan’s smoking popu- 
lation is decreasing, and starting in 
2005, cigarette companies will be 
required to put tougher health warn- 
ings on their labels. 

So far, Japan Tobacco has created 
one promising new product, called 
Lucia, which promises to be “less 
smelly” than ordinary cigarettes. The 
company’s researchers first spent a 
nasty few years identifying the par- 
ticularly unpleasant odours out of the 
4,400 different smells that exist in 
tobacco smoke. Then they tried to 
mask the offensive ones by adding a 
stronger flavour. 

After experimenting with 100 nat- 
ural aromas, such as peppermint, 
rosemary and cinnamon, they dis- 
covered that a scent extracted from 
a mandarin orange worked best. 
Lucia, aimed at female smokers, com- 
bines citrus and menthol flavours. Its 
tobacco leaves are wrapped in two 
pieces of paper, a technique that is 
claimed to produce less smoke. 

Lucia, first test-marketed in Tokyo 
in February 2003, was launched 
nationwide in November. Since then, it has gained a 0.7% mar- 
ket share—a major accomplishment, given the fact that new 
cigarette brands are considered a success when they gain a 0.3% 
share, Japan Tobacco officials say. 

Japan Tobacco also introduced Mild Seven Prime Super 
Lights in November, which it claims smells milder than reg- _ 
ular cigarettes. At the same time, the company launched an 
advertising campaign for the two products. Across Tokyo, 
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billboards and cigarette machines are now 
emblazoned with eye-catching pink and blue 
ads with two slogans: “New Smoking Way” 


and “We won't let anyone say we smell of 


tobacco any more.” 

There’s more: This month, Japan Tobacco 
released six different products in six different 
regions. One product, called hi-lite Rum Men- 
thol, smells like sweet rum and has a men- 
thol flavour. BB Slugger, a stronger option, 
carries this macho—and garbled—message: 
“True to yourself living rhythm on the edge 
of time.” A brand called Bitter Valley, mean- 
while, has no added flavour, giving smokers 








ing on promotions. 
It’s an uphill battle. For instance, Ayumi 
Seki, a 26-year-old office worker, was 
r) p impressed with the fruity Lucia. But after 
smoking the product for a few months, she 
returned to her favourite, Japan Tobacco’s 
Bevel. Lucia “tasted good, but I quit because 
it has a higher tar content,” she says. And 
another smoker, Yuta Akane, 29, has no inter- 
estin new products. The technology-company 
employee smokes Japan Tobacco's Seven Star 
cigarettes because he likes the strong taste. 
An equally important factor for him is the 
product’s ubiquity. “I can buy Seven Stars any- 








where, but I know I’d have difficulty find- 
ing those new products,” Akane says. 


a “pure tobacco taste.” À Gg F 


Some analysts applaud Japan Tobacco’s 


moves. “I think this is the right strategy,” says Ss Hor 3 Japan Tobacco says it’s trying to supply 
Taizo Demura, vice-president at Morgan Stan- See the new products to as many shops and 
ley in Tokyo. “They never know what will vending machines as possible. Matsunaga, 
become a hit unless they throw a bunch of products into the executive vice-president, defends the multiple test-mar- 
the market.” keting strategy as more cost-effective than doing extensive 
One major challenge for Japan Tobacco is to persuade market research. 

smokers to switch from brands to which they have long “Even if we ask customers many questions before we launch 
been loyal. Each new brand is only getting a small market- a product, we don't know what they’re really looking for,” Mat- 
ing budget, since Japan Tobacco says it won't increase spend- sunaga says. “We have to actually sell a product to find out.” 
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Look Out! It’s a Scam 


Beware that innocuous-looking e-mail from the bank. It could be part of the latest on-line 
ploy—known as phishing—to clean out your account 





YOU'RE AN AVID READER of this column, I know, so you don't need 
reminding about what a dangerous place the Internet can be. And 
the usual advice you'll get from folk is: “Don't do anything on- 
line you wouldn't do in real life.” It’s not bad advice, but it does- 
nt always work because on-line life is not like real life. 

In real life, for example, someone is unlikely to go to the trou- 
ble of printing up a letter that looks as if it’s from your bank, or 
from a reputable company like Microsoft, asking you to update 
your account details because your password/licence/credit 
card/standing order has expired. But they will on the Net. It’s 
called ‘phishing’ (pronounced ‘fishing’) and, in the past couple 
of months, it’s become the favoured way of scammers to part you 
from your cash. 

This is what happens: You'll receive an e-mail that looks as 
though it’s from your bank, or a Web site you do business with, 
such as eBay, and you'll be told there’s a problem with your account. 
(Or, more ingeniously, you'll be warned about on-line scams 
like, um, phishing.) You'll be requested to log into your on-line 
bank account, and verify your password. The e-mail looks and feels 
genuine—there are familiar logos on display. The e-mail address 
it was sent from looks almost right. The images showing up in the 
e-mail could well be from your real on-line banking site. Even 
the link for you to log on to your account may look right: Hover 
your mouse over it, and, in the status bar at the bottom of your 
screen, all you may see is a link to the bank’s real Web site. 

So you believe it must be OK. You click on the link, and hey 
presto, the familiar banking log-on window appears in your browser; 
behind it may well be the bank Web site itself. You double check. 
Is the link showing up at the top of your browser window legiti- 
mate? Yes, it is, so you heave a sigh of relief, congratulate your- 
self on your good sense and proceed to log in. You hit Enter, and 





HOW TO OUTWIT THE TRICKSTERS 


read letters AFTER it. It doesn’t matter 
what’s before it, including a Web site 
address. So, clicking on, say, 


There’s a key element in making the the bottom of your e-mail-program 


phishing scam (see above) so effective: 
Experienced users will inspect a link 
before they click on it. If a hyperlink 
appears in HTML e-mail—the same 
fancy formatting you’d see on a Web 
page—then the real link will be hidden 
inside the text. 

To see the hidden hyperlink and find 
out where you're really being taken 
when you click on it, move the mouse 
over the hyperlink. You’ll see—usually at 


window-the full address appear. That’s 
always a good thing to do in any situa- 
tion, but it makes especially good 
sense if you’re reading something that 
may be dubious. 

Now, this is the sneaky bit. There 
are a couple of tricks the scammers 
use to disguise the link to their Web 
site, and to make you think it’s genuine. 
They both use a rule in links: If there’s 
an @ sign in the link, browsers will only 


www.legitbank.com@http://www.dodg 
yville.com will take you, not to Legit- 
Bank’s Web site, but to DodgyVille’s. 
That’s the basic rule (and | know it’s 
a dumb one, but | didn’t make it up). To 
allay your suspicion at seeing the 
dodgyville.com bit of the link, the 
scammers put lots of nonprinting 
characters (gobbledygook which the 
e-mail program won't recognize and will 
replace as white space) into the 





still everything seems OK. The familiar banking Web site 
acknowledges your password. You're in. And safe. 

Not so fast, mister. You've been phished. What has prob- 
ably happened is this: The link that looked so innocent in 
your e-mail actually contained a link, buried somewhere 
inside it, that took you to a site controlled by the scammer 
(see article below). So while the main banking Web site that 
appeared in your window may have been legit, that log-on 
window that hovered above it—the one you typed your pass- 
word into—was not. The scammers probably captured your 
name and password, grabbed it for themselves, and then 
passed it on to the legitimate Web site. As far as you were 
concerned, you signed in as normal. Chances are your bank 
account will be emptied pretty fast after that. 


EVEN BIG-NAME BANKS ARE BEING HIT 

This has been going on for a while, but in the past few 
months it’s grown a lot worse. “People were doing this at least 
a year ago, but it seems to have taken off in the last eight 
weeks,” says Mike Prettejohn of Britain-based Internet-serv- 
ices company Netcraft, which offers banks and other com- 
panies a way to check whether their Web sites and customers 
are being targeted by such fraud. “A year ago people were 
doing a lot of things with PayPal requests, but now they’re 
concentrating on the banks.” 

There are no reliable statistics on this, but big-name banks 
in Europe, Asia and North America have been hit. One indus- 
try group, the United States-based Anti-Phishing Working 
Group, estimated that more than 6o million fraudulent e- 
mail messages were sent out over two weeks in mid-Decem- 
ber, and identified more than 90 different kinds of attack. 
The group estimates that about 5% of recipients respond, 
which is not a good sign. 

So what’s to be done? Well, banks are doing what they can 
to educate users. Regular readers know the drill: Keep anti-virus 
software up-to-date, keep your firewall running, be extremely 
sceptical of any e-mail coming from someone you don't know. 
Other measures are worth taking: Keep different passwords for 
each on-line account you have, so if a scammer gets one pass- 
word, he doesn't get into them all. If you think a bank or any 


address, so it will appear thus: 
www.legitbank.com 
@http://www.dodgyville.com. 
Now you probably won’t see 
the real link because the blank 
space will nudge it off the end 
of your screen. 

Another trick is to make 
use of a bug that’s in Internet 
Explorer, which hides all text 
after the special character 
group %01. At the time of 
writing, Microsoft hadn’t 
fixed the flaw. 


The bottom line here: Don’t 
be fooled by a Web address, 
just because it looks kosher. 
Sniff it, view the e-mail in 
normal text (i.e., not HTML), 
call your bank, do anything 
before clicking on a link you’re 
not sure about. 

Such links may not just 
take you to a log-on page: 
Some will try to load viruses in 
your computer (usually 
designed to steal passwords 
and whatnot). Scary or what? 


Josh Estey 


commercial Web site looks a bit lax, don't do business there. 
And remember: Banks never send you e-mails asking you to do 
things, so don't respond to e-mails that do. (This, sadly, is not 
always true of other sites that ask you to enter credit-card details. 
I recently got an e-mail from Google Answers—a place where 
you can ask specialists questions in exchange for payment— 
telling me my credit-card information was not correct, and ask- 
ing me to update it. I don’t see how Google and other sites 
can get around this, but be very wary of any such e-mail.) 

But it’s not the end of the world, says the director of the 
Australian High Tech Crime Centre, Alastair MacGibbon: “We 
see it as striking at the confidence of the banking customers, 
so we treat these matters very seriously. But we don't think 
that it actually threatens the Internet as a way of banking, and 
we don't think it’s the only crime that occurs on-line,” he says. 
He’s right. Phishing wont kill on-line banking. But it’s a reflec- 
tion of how quickly on-line crime is evolving, and how life on- 
line is different to normal life. Consider the Internet as a party 
in a bad neighbourhood: You may meet some nice folk there, 
but it pays to keep an eye on your wallet and be wary of 
whatever is in the punchbowl. = 

More scam stories at http://loosewireblog.com 





Master of Sustainable 
Management 


If you're an executive manager in international business 
(or someone who aspires to such a position) there is 
a master degree program designed especially for you. 


It’s a degree in which you will truly understand the 
management of our leading businesses. Businesses that 
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BANKING 


Islam’s Edicts 


The growth of Islamic sensibilities in Asia is tempting domestic and 
international banks to seek opportunities in a very promising market 


MELDA HERYANI, a 21-year-old Muslim 
student, has an easier time these days rec- 
onciling her religion with her finances. 
As a student of Arabic literature she was 
aware that the Koran, Islam's holy book, 
prohibits usury, or interest. 

So a year ago, Melda, a soft-spoken 
woman clad in a Muslim headscarf, shifted 
her savings from a conventional bank to an 
Islamic one. She says that when she grad- 
uates, begins a career and starts a family, 
she'll be entrusting her savings to Bank 
Muamalat, Indonesia’s oldest bank that 
operates according to the principles of 
sharia, or Islamic religious law. “It's my duty 
as a Muslim,” she says from the campus 
of Jakarta’s Al Azhar University. Until recent 
years, Melda complains, the choice of sharia 
banks in Indonesia was limited. 

Those choices are expanding quickly. 
Since 1999, eight new sharia divisions 
have opened at major national banks, giv- 
ing a total of 94 Islamic banks overall. 
In October last year, HSBC, the world’s 
second-largest financial institution by 
assets, launched a sharia division in 
Indonesia. Last year alone, total deposits 
at sharia banks increased by over two- 
thirds. Although assets with Islamic 
banks stand at around 1% of the bank- 
ing systems total, parliament has 
instructed the central bank to expand that 
figure to 5% by 2010. 

The Koran dictates that charging inter- 
est, known in Arabic as riba, is unjust and 
even damaging to the economy. Instead 
of paying interest on deposits and charg- 
ing it on loans, Islamic banks enter into 
profit-and-loss agreements with deposi- 
tors and borrowers. Under the Mudarabah 
system, for example, a bank gives money 
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to a borrower under the agreement that it 
will share in the profits in an agreed pro- 
portion. The bank’s depositors receive a 
share of profits based on the agreed for- 
mula instead of interest. (Sharia banks are 
also forbidden to deal with businesses 
involving alcohol, pork products, gam- 
bling or arms dealing.) 

Modern Islamic banking has come 
relatively recently to the 1,500-year-old 
religion, with the first major such banks 
opening in the mid-1970s. Thus world- 
wide, Islamic banks are still developing 
a basic business model that differs fun- 
damentally from conventional banking. 
In most Islamic countries, at least 70% of 
banking transactions have not been based 
on profit-and-loss sharing but rather on 
financing, something that to many resem- 
bles an interest-bearing loan sometimes 
disguised as a service charge. 

For example, under Murabaha, the 
bank buys equipment or other capital 
assets and the borrower later buys it back 
at a profit to the bank. Ijarah, another 
arrangement, is similar to hire purchase 
or leasing, but in practice is similar to 
interest-based lending. The security of 
deposits is another concern. Under risk- 
sharing arrangements, depositors are not 
covered by the same guarantees as those 
at traditional banks. 

So far, in the Islamic world, only Iran 
and the Sudan have mandated interest-free 
banking by law. Indonesia is following a 
similar path to Malaysia, which has a dual 
system of Islamic and conventional banks. 
Nevertheless, since the 1970s, assets under 
Islamic financial management have grown 
to more than $200 billion worldwide. That 
has prompted a host of international banks 





such as HSBC, Citibank and ABN Amro 
to start offering Islamic financial services 
in the past decade. 

Islamic banking came relatively late 
to Indonesia, the world’s largest Muslim 
country, home to over 200 million of the 
faithful. Indonesia’s first Islamic bank, 
Bank Muamalat Indonesia, was founded 
in 1991. A year later, parliament passed 
laws establishing the legal guidelines for 
interest-free banking. After President 
Suharto was forced out in 1998, Islamic 
banking received a huge boost when the 
country’s highest law-making body ordered 
the central bank to develop sharia-banking 
facilities. The task required changing bank 
regulations to facilitate Islamic banks. 
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“Islamic banking is still in its infancy,” 
says Yakob S. Bobat, a senior vice-president 
with HSBC in Jakarta. Establishing an 
Islamic banking system brings up logisti- 
cal problems in Indonesia, an archipel- 
ago of 17,000 islands. Islamic banks lack 
the national networks of conventional 
banks, limiting their ability to transfer 
funds. There is also the problem of finding 
staff trained in the specialized account- 
ing and monitoring techniques needed to 
ensure success. Judging a company’s abil- 
ity to make future profits is harder than 
assessing its current credit risk. In many 
Islamic banks, capital has remained idle 
after companies failed to meet stringent 
business requirements. 
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But most small depositors such as 
Melda are simply looking for a place to 
store their spare cash. Every month her 
father, who runs a transport and palm-oil 
business in Bengkulu, Sumatra, sends 
her cash for her studies and living costs. 
He still uses a conventional bank and its 
cash machines because it’s easier and 
more convenient. Despite the drawbacks, 
she says, many Muslims in her home- 
town have been waiting for proper sharia 
banking facilities. 

“Many people have been confused 
about what to do with their money,” says 
Ma’ruf Amin, an official with the Majelis 
Ulama Indonesia, or MUI, an influen- 
tial council of Islamic scholars. The main 
challenge for establishing Islamic banks 
in Indonesia, says Mulya Effendi Sire- 
gar, head of research at Bank Indone- 


says the division will focus on the manu- 
facturing sector and capital markets. 

Some Islamic bankers claim the sys- 
tem is at least equal to, or even superior 
to, conventional banking. Bobat of HSBC 
says that Islamic banks typically have 
much lower default rates due to a higher 
level of scrutiny, and having no interest 
rates, they do not add to inflationary pres- 
sures. Supporters argue that Islamic 
banks are more likely to take a long-term 
view of a business than short-term con- 
siderations of creditworthiness. Indeed, 
restrictions on currency speculation saved 
Bank Muamalat from huge losses during 
the Asian financial crisis. 

Sticking to Islamic principles in 
Indonesia’s often-murky commercial 
world will bring its own challenges. In 
December, the MUI issued a fatwa, or 


ISLAMIC FINANCIAL INSTITUTIONS WORLDWIDE ARE 
STILL DEVELOPING A BUSINESS MODEL THAT DIFFERS 
FUNDAMENTALLY FROM CONVENTIONAL BANKING 


sia’s sharia division, is “raising aware- 
ness.” Until the 1990s, Siregar says, some 
Indonesian Muslims, especially in vil- 
lages, were keeping their savings in cash, 
concerned that it was improper to use 
conventional banks. Savings were often 
given for safekeeping to a local kyai, or 
Islamic teacher, or stored in drawers, clos- 
ets or under the bed. 

Since the late 1990s, however, sharia 
outlets have expanded. Indonesia’s 94 
sharia banks (including 84 in rural areas) 
have a total of 340 branches. Bank Rakyat 
Indonesia, which has a nationwide net- 
work of small banks, is also expanding its 
sharia facilities. Total deposits in the 
sharia-banking system amounted to 2.5 
trillion rupiah (almost $300 million) by 
October 2003. 

Most of the growth in sharia banking’s 
assets has come from small depositors. 
Indonesia’s Islamic banks have yet to be 
tested as providers of business financing. 
But HSBC Indonesia’s sharia division, 
launched in October last year, will focus on 
corporate and business lending. “Indone- 
sia is a vast, untapped market,” says Mah- 
moud Abushama, a senior vice-president 
with the bank’s sharia division. Abushama 


religious instruction, that interest is 
haram or forbidden for Indonesian Mus- 
lims. Ma’ruf Amin of the MUI’s fatwa 
commission said it was “morally bind- 
ing” on Indonesian Muslims. The MUI 
itself owns a minor stake in an Islamic 
bank and some senior council members 
are employed by Islamic banks to help 
them interpret Koranic doctrine. Faisal 
Basri, a prominent Muslim economist, 
warned that the edict was likely to cre- 
ate a conflict of interest. 

In establishing an Islamic-banking 
system, Indonesia will face an easier time 
than Pakistan, where the Supreme Court 
had ruled in 1999 that all banks must fol- 
low Islamic principles. Three years later, 
after complaints from international 
banks and donors, the court overturned 
its own decision. 

Wahyu Dwi Agung, an official with 
Indonesia’s sharia-banking association, 
admits that for now, “sharia banks are too 
weak to replace the existing banking sys- 
tem.” But for the devout at least, there are 
places other than the mosque or the mat- 
tress to store spare rupiah. = 

Rin Hindryati in Jakarta contributed 
to this article 
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GRIM PORTENTS: CEO 
Frank Cicutto stands 
accused of hubris 
and might be sacked 
to help restore NAB’s 
tattered credibility 


BANKING 


National Australia Stumbles 


Australia’s largest bank by market capitalization is hit by a foreign-exchange 
trading scandal. The bank will weather the storm, but its management may not 


A $277 MILLION LOSS from foreign-exchange trading is not 
going to bring down the National Australia Bank, or NAB, the 
country’s largest bank, but it is threatening to cost chief exec- 
utive Frank Cicutto his job. 

The loss, by a group of four traders who made a wrong call 
on currency options and compounded it when they tried to 
cover their losses, is being regarded as one mistake too many 
for Cicutto. Investment analysts are calling the bank “acci- 
dent-prone’” and saying senior executives must go if the bank 
is to restore credibility. 

The list of the NAB’s previous debacles include a $4 bil- 
lion write-down of a United States lending subsidiary, Home- 
Side, in 2001, and a botched raid on Australian life insurer 
and financier AMP last year. The latest scandal has scuttled 
speculation that the NAB will bid again for AMP. The bank 
owns less than 5% of AMP but had been thought likely to 
make a bid this year. 

The NAB revealed on January 13 that it had identified 
losses of A$180 million ($140 million) on unauthorized trad- 
ing in foreign-exchange options. On January 27, after an 
internal investigation, it announced the total pre-tax loss 
would be A$36o million. 

Ina letter to shareholders on December 21, the bank’s chair- 
man, Charles Allen, had said the traders sought to hide losses 
by recording fictitious trades, and when announcing the higher 
loss figure, chief executive Cicutto said the traders had “exploited 
weaknesses in our internal procedures.” 

The bank moved swiftly to notify Australia’s corporate 
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watchdog, the Australian Securities and Investment Com- 
mission, and the Australian Federal Police and appointed 
accounting firm PricewaterhouseCoopers to conduct an inter- 
nal investigation. The country’s regulator of financial insti- 
tutions, the Australian Prudential Regulation Authority, will 
also investigate the bank’s risk-management procedures, 
meaning there will be two inquiries by regulators and one 
by police as well as the bank’s own investigation. 

The foreign-exchange traders are believed to have bet in 
October that the rising Australian and New Zealand dol- 
lars would fall against the U.S. dollar. Instead they have con- 
tinued to rise, the Australian dollar by 13% and the New 
Zealand dollar by 15%. The extent of the trading was only 
discovered when another employee became suspicious and 
alerted a supervisor. 

The traders, one in London, the others in the bank’s Mel- 
bourne head office, have been suspended. One of them, chief 
dealer David Bullen, was tracked down to his Melbourne 
home by journalists; he told them that bank executives 
were aware of trading outside the bank’s imposed limits. It 
has also emerged that up to two years ago, representatives of 
Australia’s other banks warned the NAB about the size and 
risk of its currency-options trading. 

The claims worsen the case for the NAB, with analysts 
already asking why it took a whistle-blower to pick up the 
rogue trades and not the bank’s risk-management system. 
This is particularly sensitive for the bank, which had to write 
off $4 billion from the value of its U.S. home-lending sub- 
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sidiary, HomeSide, three years ago after the lender made a 
miscalculation on interest rates and was savaged by a volatile 
mortgage market in the U.S. 

Investors were told then that risk management had been 
improved. Allen, the bank’s chairman, defended management. 
When the scandal broke, he said Cicutto had the full support 
of the board. But analysts and media commentators are now 
asking how long Cicutto can keep his job. 


BIGGEST BANK 

Comparisons are inevitably being made with Nick Leeson, the 
Singapore-based foreign-exchange trader whose futures trad- 
ing led to the collapse of one of Britain's oldest banks, Bar- 
ings. But a loss of A$360 million is not going to bring down 
the NAB, which made a net profit of A$3.95 billion for the 
year to September 30 and is capitalized at A$44 billion. 

“This is still a great company and the biggest bank, by mar- 
ket capitalization, in Australia,” comments one analyst, who 
does not wish to be named. But he says a “complete man- 
agement revamp’ will be needed to restore investor confi- 
dence, and that means Cicutto has to go. 

Cicutto is not popular among some in the investment com- 
munity, with various analysts saying he has behaved as if 
the bank is above criticism. These analysts and fund man- 
agers have been unusually ferocious in their criticism of the 


bank and their calls for him to go. “I think a cultural arrogance 
was the genesis of this,” says the analyst. “Management is 
trading on the asset quality of the bank 10 years ago.” 

Fund manager Perpetual Investments has also called 
for change at the top. Portfolio manager Matt Williams 
says it will take a “clean-out” in top management to restore 
confidence. “The senior management have to have absolutely 
zero credibility,” he says. 

Williams says the bank’s executives have behaved as if their 
decisions were beyond questioning, despite a number of 
mistakes such as the failed raid on AMP in August, when 
the bank tried to buy 11% of the insurer but got only 5% after 
news of the raid leaked. He says the bank is likely to become 
more conservative and a further bid for AMP is unlikely. 

The bank had been expected to offer its shares for those 
of AMP in any takeover, but with the NAB’s share price falling 
to a seven-week low after the news of the foreign-exchange 
losses, a share-based bid has become more expensive. 

Investors had speculated that the bank would bring bet- 
ter management to AMP, though a takeover was seen as risky 
for the NAB’s shareholders as AMP has made its own exten- 
sive write-downs and surprise losses. But now, says one 
analyst, “the management of the NAB may be entirely dif- 
ferent in six months time, so the last thing you want to 
worry about is what is happening with AMP.” = 
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VIETNAM 


Thwarted 
Potential 


A trade pact with Washington has curbed 
a major boom in garment and textile exports, 
leaving some investors very frustrated 


By Margot Cohen/Ho CuI MINH City 


BENNY LIU has clothing samples galore, bearing labels both 
famous and obscure. Among the $2 million worth of gar- 
ments he shipped from his Ho Chi Minh City factory to 
the United States last year: 80,000 pairs of khaki shorts 
designed for a trendy “distressed” look with two frayed holes 
on the right pocket. 

But by the end of 2003, Liu’s factory was up for sale—a 
sign of the widespread malaise currently afflicting Viet- 
nams garment industry as it struggles to adjust to new lim- 
its on access to the U.S. market. 

It’s a striking case of thwarted potential. Over the last 
two years, foreign investors had begun to rediscover Vietnam 
as a low-cost manufacturing hub, rendered more enticing 
by improved trade relations with the U.S. From January to 
October 2003, roughly 55% of Vietnam's worldwide gar- 
ment and textile exports went to the U.S.; during that period 
Vietnam shipped $1.7 billion worth of goods to the U.S., a 
155% increase over the same period in 2002. Buta textile-and- 
apparel pact signed in Washington last April has put the brakes 
on unrestricted growth in the sector. 

Industry leaders say there’s only one way to restore the 
momentum: Vietnam must join the World Trade Organi- 
zation no later than 2005, in order to capitalize on the 
broader market access granted to WTO members as new 
global rules take hold governing the trade in textiles and 
apparel. WTO accession would annul quotas imposed on 
Vietnams garment exports. 

The next round of talks on Vietnam's WTO offer is slated 
for April. The timing is tight and the chances uncertain. That 
means frayed nerves and second thoughts among many indus- 
try players, including Liu’s colleagues at AMW H.K. Ltd, a pri- 
vately held Hong Kong-based company with $200 million 
in annual revenues. 

AMW’s odyssey is typical of numerous investors who 
came to Vietnam. While operating two garment factories in 
mainland China, AMW built up a roster of U.S. customers 
including Perry Ellis and American Eagle Outfitters. Four 
years ago, Liu, AMW’s deputy general manager, seeking to 
diversify, placed some orders with local Vietnamese compa- 
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FOR AMERICA: A Hanoi factory producing garments for export 


nies. He liked what he saw: good workmanship, low labour 
costs, and most important, quota-free access to the U.S. mar- 
ket, which AMW’s China factories did not offer. 

The U.S. buyers sought higher volumes than their Euro- 
pean counterparts, making production more steady and eco- 
nomical. With a U.S.-Vietnam bilateral-trade agreement poised 
to start in December 2001, Liu figured the opportunities 
were too good to ignore. Other investors from South Korea, 
Taiwan, Hong Kong and Singapore were heading to Viet- 
nam with the same idea. “I kept on telling people that in 
Asia, in the next five years, only China and Vietnam will count,” 
recalls Liu, a forthright 38-year-old businessman born in Hong 
Kong and educated in Britain. 

By October 2002, AMW’s new factory was up and run- 
ning in one of Ho Chi Minh City’s booming industrial parks. 
The $2.5 million investment included sophisticated new 
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equipment imported from Germany and Japan. Six hundred 
workers operated 12 sewing lines, mostly making cotton 
pants and jackets. 

AMW wasn't the only new employer on the scene. By early 
2003, nearly 2 million workers were depending on Vietnam's 
fast-growing garment trade. 

The axe fell on May 1, when a new quota regime came into 
force, following the signing of the new textile-and-apparel pact 
one week earlier. In the U.S., domestic manufacturers had 
shuddered at the rapid growth in Vietnam's garment exports, 
` envisioning another China-like threat down the road. They 
lobbied hard for immediate application of Vietnam quotas 
in order to shield apparel makers in Mexico, the Caribbean 
and Central America that rely on U.S. fabrics and enjoy quota- 
free and duty-free access to the U.S. Their pleas drowned 
out arguments from U.S. retailers that it made sense to help 
Vietnam get a bigger market share in order to build up sourc- 
ing alternatives to China. 

Liu and some other foreign garment executives expected 
at least a six-month adjustment period before the restrictions 
were applied. That also would have given the Vietnamese 
government some time to hammer out a clear, logical sys- 
tem for allocating quotas among producers. Instead, Viet- 
namese officials appeared overwhelmed by the complexity 
of managing the trade. 

The pact called for capping 38 categories of garments with 
an estimated value of $1.7 billion for 2003; for coming years 
the quotas allow for annual increases of 7% for cotton items 
and 2% for wool items. 

Given this mandate, Vietnamese officials derived a com- 
plex formula for quota allocation that incorporated a fac- 
tory’s past performance, current capacity, location and 
orders from major customers. But as fraud emerged and 
manufacturers complained that some factories got too 
much quota and others got too little, officials kept chang- 
ing the rules. Garments got stuck in storage, expenses rose 
and frustrations mounted. 

“That was an unfortunate situation. Being the first year, 
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STUNTED MARKET: Liu supplied American Eagle Outfitters 
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[the government] couldn't put in the right safeguards,” says 
Geoffrey Paul, director of Fashion Garments Ltd. in Dong 
Nai province. 

Producers are still haggling with the government over the 
precise quota formula, and government ministries still cant 
seem to agree on whether they'll permit companies to trans- 
fer each other's quota in 2004. 

As a result of such chaos, Liu says, his factory racked up 
$50,000 in losses for three straight months—August, Sep- 
tember and October. His workers’ incomes declined because 
the company began paying less for piecework, prompting 
some workers to leave, and productivity fell. Liu’s mood 
sank further each time a local official pestered him for a 
pay-off, which he says added $600 a month to his overhead. 


BENNY LIU MADE $2 MILLION WORTH 
OF GARMENTS FOR THE U.S. MARKET 
LAST YEAR. THEN CAME THE QUOTAS 


In November, the decision came down from Hong Kong: 
Sell the Ho Chi Minh City garment factory. 

Yet newspaper advertisements failed to yield a buyer 
willing to offer the right price, Liu says. So in January, AMW 
hit on a different tactic: Pursue a joint venture with a Viet- 
namese partner while waiting for WTO accession. 

Many other producers seem resigned to riding out this 
rough period. “Things are getting worse. We have no choice. 
We are trying to survive,” says Yi Dong Hwan, chairman of the 
Korean Garment Manufacturers’ Association in Hanoi. 

Survival tactics vary. Some investors are scrambling 
for extra quota to fill orders for the European market. The 
downside, they say, is that a number of European customers 
cooled on Vietnam after the factories abandoned them in 
their rush to focus on the more lucrative U.S. market over 
the last two years. 

Other manufacturers are shifting their sights to Australia, 
Japan and other quota-free markets. And some are attempt- 
ing to diversify into nonquota items for the U.S., even though 
there’s not much demand for those at present. Another 
strategy is making the most of limited quotas by producing 
high-end, high-margin items for the U.S. market. 

For Vietnam, the urgency of digging itself out from 
under these quotas was driven home by recent overtures 
from JC Penney. In late 2003, the U.S. apparel giant began 
negotiations for a large new garment factory that would 
employ 20,000 workers in northern Thai Binh province. 
Ordinarily, Vietnam would leap at such a high-profile 
employment booster. But Vietnamese officials say the 
deal is contingent on getting the government to guaran- 
tee $500 million worth of quota—nearly a quarter of the 
total quota available. Impossible, the officials say. “If I give 
quota to JC Penney, others will ask for it, and how can I give 
the same to them?” asks Bui Xuan Khu, Vietnam's vice-min- 
ister of industry. = 
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Honc KONG 


Budget Blues 


A narrow tax base has left government revenues trailing 


expenditures. There’s no immediate solution in view 


By Stuart Biggs 

Hong Kong’s citizens may be expecting the return 
of the good times this year amid a flurry of pos- 
itive predictions of a rebounding economy, but 
analysts say the government should not rely on 
economic revival alone to solve its perennial 
budget problems. 

Despite an improved outlook since new meas- 
ures to raise revenue were announced last year, the 
latest figures from PricewaterhouseCoopers sug- 
gest that the government is still falling short in 
its attempt to balance the budget before its target 
of fiscal year 2008-09. And just as the chief exec- 
utive’s recent policy address was criticized for its 
lack of substance, so the consultancy giant does 
not expect any new initiatives in Financial Secre- 
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tary Henry Tang’s maiden budget speech in March. 

At first glance, the deficit problem appears to 
have improved in the past 12 months. PWC is pre- 
dicting an overall budget deficit of HK$54 billion 
($6.9 billion) for the year 2003-04, a significantly 
lower figure than the official forecast of at least 
HK$73 billion announced in October. But Guy 
Ellis, a tax partner at the company, told journalists 
that the improved figure is due to higher stamp- 
duty collections resulting from improving stock 
and property markets, and better-than-expected 
investment returns. He described both as “unsta- 
ble” sources of revenue in that they are subject to 
market sentiment and fluctuations. 

Ellis also criticized the government’s plan to 
raise HK$r112 billion in the next five years through 
the sale of assets. “Using assets to fund operat- 
ing expenditure is not the right thing to do,” he 
said. “It is not sustainable in the long term.” He 
added that the government should focus on “reduc- 
ing government expenditure and increasing tax 
collections through a broader tax base.” 

Hong Kong’s tax base has shrunk in recent 
years as tax allowances have been raised, to the 
extent that the financial secretary reported to the 
Legislative Council in October that 100,000 peo- 
ple, or 3% of the working population, contribute 
59% of the salaries tax. Similarly 500 companies, 
only 1% of the total number, contribute 60% of 
the profits tax. 

Lowering tax allowances would instantly 
broaden the tax bracket, but only at the risk of 
affecting the so-called middle classes, the same 
group Chief Executive Tung pledged to protect in 
his latest policy address. “This leaves limited room 
for the government to manoeuvre,” Ellis said. 

Geoffrey Barker, chief Asia-Pacific economist 
at HSBC, supports a longer-term approach to the 
budget-deficit problem. “At some point, when ~ 
the time is right, there will need to be a struc- 
tural change in Hong Kong’s tax system,” he says, 
but that given the economic recovery, “for the time 
being there is no need to rush into that.” 

The financial secretary appears to be taking a 
similarly long-term view of the issue. As the econ- 
omy recovers from the impact of the Severe Acute 
Respiratory Syndrome outbreak last year, Tang has 
promised a budget with no surprises for taxpayers. 
But since pushing back the timetable for balanc- 
ing the books last year, he has suggested a goods- 
and-sales tax as a possible solution. 

It remains to be seen how Hong Kong’s 
increasingly vocal public would react to a new 
tax, and in any case the amount of planning 
required for implementation rules out its intro- | 
duction any time soon. So for the foreseeable 
future, the deficit is here to stay. = 
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STOCKMARKETS COMMODITIES 


Dow Jones Global Indexes 


Index 

(Jan. 26) 
Australia 227.18 
China 88 145.39 
Hong Kong 246.18 
Indonesia 63.90 
Japan 80.56 
Malaysia 113.14 
New Zealand 188.43 
Philippines 67.99 
Singapore 142.69 
South Korea 118.26 
Taiwan 121.76 
Thailand 75.62 
U.S. Total Market 270.62 
Euro Stoxx 50* 2,874.47 


% chg YTD 
+4.17 
+7.12 

+13.55 
+16.18 
+3.69 
+4.16 
+4.23 
+5.07 
+7.12 
+11.10 
+7.46 
-5.44 
+3.02 
+4.12 


Dow Jones Global Indexes track about 80% of market 


capitalization. Calculations are in U.S. dollars. 


Local Indexes 


Australia 
Bangkok 
Bombay 
Colombo 
Hong Kong 
Jakarta 
Karachi 
Kuala Lumpur 
Manila 
Seoul 
Singapore 
Taipei 
Tokyo 
Wellington 
DJIA 

FTSE 


*Dow Jones Stoxx *™ 


Close 
gan. 26) 


3,346.20 
725.56 
5,816.64 
1,180.95 
13,727.27 
786.87 
4,677.16 
827.87 
1,547.70 
869.04 
1,899.98 
6,269.71 
10,972.60 
2,323.85 
10,702.51 
4,445.50 


% chg YTD 
+1.22 
-6.03 
-0.38 

+11.19 
+9.16 
+13.73 
+4.60 
+4.27 
+7.30 
+7.19 
+7.68 
+6.43 
+2.77 
+2.00 
+2.38 
-0.70 





Sources: Dow Jones; MoneyLine Telerate 


(Jan. 26) Mkt 
Aluminium Ldn 
Cocoa NY 
Coffee NY 
Copper NY 
Cotton NY 
Gold Ldn 
Oil: Brent Ldn 
Palm Oil KL 
Pulp OMLX 
Rice Bnk 
Rubber KL 
Soyabeans Chg 
Sugar NY 
Tin KL 
Wheat Chg 


AIG - Dow Jones Commodity Index 


Unit Latest % chg YTD 
$/tn 1,617.00 +0.81 
$/tn 1,604.00 +5.87 
c/lb 77.35 +19.09 
c/lb 111.65 +6.79 
c/lb 75.64 +0.76 
$/oz 408.20 -2.17 
$/barrel 30.45 +0.93 
Ringgit/tn 1,800.00 +1.47 
$/tn 510.00 0.00 
$/tn 218.00 +7.92 
Mc/kg 472.50 0.00 
c/bushel 847.50 +6.74 
c/lb 5.77 +1.76 
$/tn 6,445.00 -2.50 
c/bushel 381.25 +1.13 
139.87 +3.40 

Sources: MoneyLine Telerate; Reuters; Dow Jones 


ECONOMIC DATA IN THE SPOTLIGHT 


% chg on yr earlier 


12-mth cumulative ($bin) 


Latest interest rates 


Hong Kong (3.84% on week) 





(Jan. 26) GDP CPI Current acct | Trade balance 1-mth interbank | Prime rate Hang Seng Index 
Australia 2.5 (Sept Qtr) +2.6(Sept Qtr) -26.52 (Sept) -15.06 (Nov) 5.45 9.50 13,800 
China 9.9 (Q4 '03) +3.2(Dec) +35.42 (2002)  +25.40 (Dec) 1.85 n.a. 
EU 0.6 (Q3 '03) +1.8 (Dec) +58.87 (Q3 '03) -14.85 (Nov) 2.10 n.a. 13,700 
Hong Kong 4.0 (Q3 '03) -1.9 (Dec) +18.43 (Sept) -7.99 (Nov) 0.06 5.00 
India 8.4 (Q2 '03/'04) +3.1 (Nov) +1.07 (Sept) -13.98 (Nov) 6.00 10.63 13,600 
Indonesia 3.9 (Q3 '03) +5.1 (Dec) +8.90 (2002) +26.82 (Nov) 8.39 8.06 
Japan 1.9 (Q3 '03) -0.5 (Dec) +132.39 (Nov) +90.66 (Dec) 0.06 1.38 13,500 
Malaysia 5.1 (Q3 '03) +1.2 (Dec) +11.87 (Sept) +37.14 (Nov) 3.00 6.00 
New Zealand 3.6 (Sept '03) +1.6 (Dec Qtr) -3.67 (Sept) -2.40 (Nov) §.22 5.31 13,400 
Philippines 4.4 (Q3 '03) +3.1 (Dec) +3.43 (Sept) -2.10 (Nov) 6.16 9.16 
Singapore 3.7 (Q4 '03) +0.7 (Dec) +26.07 (Sept) +25.26 (Dec) 0.69 5.50 13,300 
South Korea 2.3 (Q3 '03) +3.4 (Dec) +14.90 (Nov) +14.11 (Dec) 3.81 4.22 
Taiwan 4.2 (Q3 '03) -0.1 (Dec) +28.63 (Sept) +17.07 (Dec) 0.97 0.85 
Thailand 6.5 (Q3 '03) +1.8 (Dec) +8.07 (Nov) +11.38 (Nov) 1.31 5.75 191209 Saa z Pia a ; aa ii Pii 
U.S. 8.2 (Q3 '03) 1.9 (Dec) -547.41 (Sept) -491.69 (Nov) 1.10 4.00 January 

Source: Government Statistics Source: MoneyLine Telerate 
FOREIGN EXCHANGE 
Key Currencies 
(an. 26) $1 worth Spot rate % chg YTD (Jan. 26) $1 worth Spot rate % chg YTD 
Australia dollar 1.30 +2.11 Mongolia* tugrik 1,126.00 0.00 
Bangladesh taka 58.675 -0.30 Nepal rupee 73.00 0.00 
Brunei dollar 1.6923 +0.77 New Zealand dollar 1.4951 +2.11 
Burma** kyat 885.00 +0.56 Pakistan rupee 57.17 -0.02 
Cambodia** riel 4,127.00 -6.64 Papua New G. kina 3.1954 +3.31 
China renminbi 8.2773 -0.01 Philippines peso 55.75 -0.42 
European Union euro 0.8022 -1.07 Russia** rouble 28.516 +2.54 
Hong Kong dollar 7.7659 -0.03 Singapore dollar 1.696 +0.09 
India rupee 45.35 +0.54 South Korea won 1,180.00 +1.02 
Indonesia rupiah 8,456.00 -0.59 Sri Lanka rupee 97.88 -1.00 
Japan yen 106.36 +0.80 Taiwan NT dollar 33.695 +0.81 
Laos** kip 10,375.00 +0.58 Thailand baht 39.313 +0.65 
Macau pataca 7.9989 -0.31 Vietnam* dong 15,669.00 -0.07 
Malaysia ringgit 3.80 0.00 
Other rates: HK$ = renminbi 1.0654 S$ = ringgit 2.2394 SDR = $1.4998 *Official rate **Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 
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PHOTOGRAPHY 


Agent Provocateur 


The images of Philip Jones Griffiths chronicle the awful price that Vietnam continues 
to pay for the United States’ wartime use of Agent Orange 


By Colin Pantall/LONDON 


PHOTOGRAPHER Philip Jones Griffiths first 
heard about the dangers of Agent Orange in 
Saigon in 1967. “During the war there were these 
rumours that babies were being born without eyes 
and it became a quest to find them,” says Griffiths. 
“I visited as many Catholic orphanages as I could, 
but I was barred entry from most of them and I 
became convinced that the Americans had put the 
word out—don't let any press in.” 

The British photographer, now aged 67, 
worked as a freelance during the Vietnam War, 
but though an associate member of the well- 
respected Magnum photo agency, he enjoyed lit- 
tle financial success. It was only with the publi- 
cation in 1971 of Vietnam Inc., Griffiths’ book on 
the failings of the American war machine, that his 
work reached a wider audience. 

Griffiths returned to Vietnam in 1980, when he 
had his first encounters with victims of Agent 
Orange, a devastating defoliant widely used by 
United States forces during the Vietnam War. In 
the years since, Griffiths has photographed a num- 
ber of Vietnam's estimated 1 million victims. Those” 
images have now been published in Agent Orange, 
a harsh and uncompromising examination of the 
legacy left by the chemical spraying of Vietnam. 

Griffiths’ first encounter with Agent Orange 
victims happened almost by chance. “We were trav- 
elling by road from Hanoi to Saigon and we started 
talking about Agent Orange. The driver said, well 
there’s this family with two blind daughters—we'll 
probably see them tomorrow.” The father of the 
family had been a driver on the Ho Chi Minh Trail, 
transporting supplies to the Vietcong, and he was 
proud of his role in the war. “There was a strange 
ambivalence between the pride of the family and 
this disaster that had struck them. Those two blind 
girls were the first ones I ever saw.” 

Agent Orange was one ofa series of herbicides 
used in Vietnam mainly to deny enemy forces jun- 
WAITING: Griffiths says a full study of the impact of Agent Orange is overdue gle and forest cover. As the intensity of spraying 
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increased during the 1960s, indications of the tox- 
icity of Agent Orange and its deadly component, 
dioxin, became evident. A byproduct of chlorine 
production, dioxin is widely believed to cause dis- 
astrous changes at a hormonal and genetic level in 
humans—resulting in conditions ranging from 
Hodgkin's disease to leukaemia. 

“The connection between Agent Orange expo- 
sure and associated diseases is accepted by the 
_ majority of scientists who work in the field,” states 
Dr. Arnold Schechter, a professor at the University 
of Texas who is researching the health effects of 
Agent Orange in Vietnam. Yet, as he explains, some 
still question the link: “There is resistance to 
connecting Agent Orange to some diseases when 
litigation is involved,” he says. “Industry groups 
will try to minimize the health damage.” 

Not just industry: “The U.S. federal government 
has resisted for years,” says Dr. Steven Stellman 
of the Mailman School of Public Health at Colum- 
bia University. “It has been very difficult to get 
studies going and very little research has been 
funded.” 

Griffiths began documenting the full horrors of 
the genetic effects of Agent Orange at Tu Du Hos- 
pital in Ho Chi Minh City (formerly Saigon). “I went 
in and it was this dark room filled with all these 
deformed foetuses,” he says. He photographed con- 
joined twins, collapsed skulls and twisted spines, yet 
somehow he shows these dead babies with tender- 
ness. “I tried to give them some humanity,” he says. 
“Some are hugging or embracing. I didn’t want to 
turn it into a freak show.” 

As Griffiths continued to photograph, the full 
scale of Vietnam's tragedy became apparent to him. 
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FORGOTTEN: Griffiths works to show his subjects’ humanity. “I didn’t want to 
turn it into a freak show,” he says of one of his early shoots 


In 1998 he visited Cam Nghia, a village where 10% of children were 
born with serious deformities. “Cam Nghia had the highest num- 
ber of abnormalities in Vietnam, but what you're not told is that 
in the majority of cases, the foetus doesn't even develop.” 

In 1971, the use of Agent Orange officially ceased in Viet- 
nam, but it’s still claiming victims today. Dioxin is stored both 
in the human body—where breast-feeding mothers can pass it on 
to their babies—and in nature. “They’re finding concentrations of 
dioxin in the sediment of this fishpond where the levels are the 
highest they have recorded in the world,” says Griffiths. “And yet 
the people are still eating the fish from there.” 

Griffiths believes Vietnam presents a unique opportunity to 
study what happens to victims of dioxin. “You’ve got people 
who are culturally and ethnically identical living around Vietnam. 
Only the south was sprayed—the north wasn't sprayed, so you've 
got your control group there and it gives a wonderful opportunity. 
But almost the only company doing major research is Hatfield 
Consultants of Canada,” which is researching linkages between 
dioxin residues in the environment and birth defects. 

Dioxin isn't just an issue for Vietnam. In January, a study 
found increased incidences of melanomas among U.S. veter- 
ans who flew Agent Orange missions. For years, veterans have 
been seeking additional compensation to the 1984 settlement 
of $180 million (with no admission of liability) that they won from 
chemical companies that produced Agent Orange. 

But they've still received more support than Vietnam's vic- 
tims. Washington may question the link between exposure to 
Agent Orange and birth defects, says Dr. Wayne Dwernychuk of 
Hatfield, but “the U.S. Department of Veterans Affairs provides 
financial compensation to U.S. Vietnam veterans for certain dis- 
eases if they can show they were exposed to Agent Orange dur- 
ing their tours of duty.” He adds: “Spina bifida, a birth defect 
in children of U.S. Vietnam veterans, is covered by Veterans 


” 


Affairs . . . but not for victims in Vietnam.” = 


Agent Orange: Collateral Damage in Vietnam, by Philip Jones 
Griffiths, is published by Trolley ($39.95) 
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Eat something you can't pronounce. 
Caciocavallo (kah-choh-kuh-vah-loh) 

Foie gras (fwah-grah) 

Riz a limperatrice (ree ahl-ahn-pehr-ah-trees) 
Fly Emirates and sample fhe cuisine 

of your destination. 

All 70 of the ones we fly to worldwide. 


Keep discovering. 


Eo 
Emirates 


£ -Over 70 destinations worldwide 


BETTER BELIEVE IT: Who says Asians 
are uncreative? This region may not 
produce as many globally successful 
books and movies as the West, but we 
churn out lots of other fictitious stuff: 
fake permits, pretend democratic 
systems, imaginary institutions even. 

A fictitious university hospital has 
been discovered in India, officials said. 
The Bettiah Medical College and Hospi- 
tal has existed for almost two years, 
according to advertisements in news- 
papers in the Patna area. Places were 
of “limited availability,” the ads say, 
and would-be students have to pay 
heavy advance fees to reserve seats. 

But an aspiring student named 
Vinay Kumar Rao got into the building 
at the college’s address and found no 
classes, no teachers and no students. 
After making inquiries, The Times of 
India reported that local medical 
education official M.K. Singh “categor- 
ically stated that this fictitious college 
is illegal.” Police have charged the 
college’s boss with fraud. 

Meanwhile in Japan, former Social 
Democratic Party legislator Kiyomi 
Tsujimoto pleaded guilty to receiving 
taxpayer funding for two private 
secretaries who didn’t exist. The 
scam worked because she used 
names “borrowed” from real people, 
the Mainichi Shimbun reported. 

It said she phoned one prospective 
assistant and told her: “I would like to 
register you only in name and use 
your wages. You don’t have to come 
to my office.” 

The woman apparently agreed to 
this bizarre job offer, which involved 
no work being done and no wages 
being paid. Actually, this would make 
perfect sense for civil-service jobs in 
several parts of Asia. 


JOBS FOR THE BOYS: For years, flight 
attendants have battled against being 
portrayed as cute sex objects. No 
more. Skynet Asia Airways of Japan is 
actively promoting a new service with 
gorgeous attendants who will pose 
for photos with passengers. How 
come they aren’t being lambasted for 
their sexism? In this case, the cute 
attendants are all male. 
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CUT TO THE QUICK: A tourist who took a piece of glass 
from a Thai temple found himself cursed. The German 
sightseer, who signed himself Juergen Z., took a 2.5-centi- 
metre shard of green glass from the Temple of the Emerald 
Buddha in Bangkok—Thailand’s most sacred shrine. He 
claimed that he asked permission from the Emerald Buddha 
before doing so. But clearly there was a misunderstanding, 
because the Buddha was cross with him. Nothing in Juer- 
gen’s life went right for two years. He recently posted the 
fragment back to the Tourism Authority of Thailand with a 
letter of apology. “Since returning to his country, Juergen 
suffered bad luck both in his personal and work life,” 
tourism official Chakrarot Chitrabongs told The Nation 
newspaper. “It was just like a curse. He said he felt 
remorseful for his ignorance, and he urged the TAT to put 
the glass back into its place.” 


GOBBLE GOBBLE: Headline spotted by reader Clare Leow 
on the front page of The Jakarta Post over a picture of 
George W. Bush in Iraq serving Thanksgiving dinner to 
troops: “Turkey in Baghdad.” 


MOVING STORY: Remember 
the movie Speed in which 
Keanu Reeves had to keep a 
bus going at a certain speed 
otherwise it would be blown 
up? A Chinese man named 
Long Yongmin appears to be 





orete REQUIRED! 


Indien Sindh cokes maid to 


sign a contract. All household 
chores 2780.8443 after 12noon 


[Bookinas? l) 


«MAID TO ORDER: What is 
a cooked maid, anyway? 
This ad was spotted in the 
South China Morning Post 
by a reader named Payani, 
who asked: “Is this 
domestic fast food?” 


of that bus. He has to keep 
moving, or he gets sick. It all 


he found himself with a 
when he sat down but fine 
when he was walking. He’s 
spent every waking hour for 


around town, the Guizhou 


like to see slick Keanu sort 
this one out. 
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the real-life human equivalent 


started 18 months ago when 


stomach ache. He felt terrible 


the past 18 months parading 


Metropolis News reported. I'd 


A.MILAN 


ladies and gents 
Ready in 24 hours 


| E-mail marketin@escoms.com 


FULL SERVICE: Reader Chris Pritchard sent 
this picture from Thailand. “Bangkok tailors 
don’t just make cut-price suits,” he said. 
“They clone humans.” 





LONG GONE: A pensioner in Malaysia was told that he 
couldn’t renew his driving licence because he was dead. 
Pensioner V. Visvalingam, 62, was told by staff at the 
Road Transport Department that their records showed 
he had passed away eight years ago. They showed him 
written papers to confirm his death, The Star newspaper 
reported. However, the retired technician refused to 
accept the official verdict, and officials have agreed to 
re-open the case. What unreasonable complaints people 
come up with! 


TWO INTO ONE: Scientists in Taiwan accidentally created 
a two-headed fish. Researchers at Academia Sinica pro- 
duced the bizarre, glowing, two-headed beast when trying 
to develop fish embryos for medical experiments. Huang 
Chang-jen, associate research fellow, told the Taipei 
Times that the creature had two heads and two hearts but 
only one body. Whoa! I can feel a major metaphor for the 
motherland’s relationship with the “renegade province” 
coming up here. Can’t you? 


SNAP TO IT: An Australian woman beat up a crocodile that attacked her 
nephew. The 2.5-metre beast leapt out of a creek and sank its teeth into 
the leg of Manual Gandigorrtij, 19, who was standing at the water’s edge in 
the Australian outback. It then started to pull the terrified teenager into the 
water. But his aunt, Margaret Rinybuma, 53, saw what was happening and 
leapt onto the crocodile with fists and feet flying. “She punched the croc 
and she kicked it,” a witness said. The beast was stunned. Mrs. Rinybuma 
told the Northern Territory News: “| hit him with my fist on the nose and it 
let him go.” The massive crocodile fled and has not been seen since. They 
breed women tough in the outback. 
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EMERGING: Modern Chinese women writers like Mian Mian tackle increasingly gritty topics 


Books: NEw CHINESE WRITING 


From the Other Side 


China’s ‘bad girl’ books have gained a certain international notoriety. Now author 
Mian Mian’s work, too, is available in English, writes Jim Areddy 


MIAN MIAN grips a mobile phone in one hand and waves 
a cigarette in the other as she greets fellow night crawlers at 
the up-and-coming B-boss Club in Shanghai with air kisses 
and an apology in her hoarse rasp: “My disc jockey didn't show 
up. He got arrested leaving Switzerland for not paying taxes.” 
Just as well no one had come for the DJ. 

The big draw to the B-boss Club is the chance to move 
in the aura of Mian Mian herself, China’s after-hours diva. 
Slinking between revellers, dressed in high white boots, a plaid 
schoolgirl’s skirt and large tinted sunglasses, she’s giving 
the wannabe nightspot a much-needed shot of legitimacy just 
by being there. 

The marketing game is an evolution of 33-year-old Mian 
Mian’s better-known career as the shocking chronicler of 
China’s nightlife. Her drug- and sex-filled exploits are leg- 
endary in China and are recounted in her collection of short 
stories, the most famous of which is La La La. 

Now her only novel, Candy, has been translated into 
English and Mian Mian is heading to New York and San Fran- 
cisco to promote the English version. 

Cynics may dismiss it as easy sensationalism, adding 
to the already crowded stage of China’s bad-girl writers 
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like Guangzhou’s Muzimei, who last year published her sex- 
ual diary as a Web log, or the now well-known Wei Hui of 
Shanghai Baby fame. 

But her work provides readers with a richly flavoured a 
insight into the seedy underbelly of China’s explosive eco- 
nomic growth. It is a startling antidote for anyone who thinks 
being young in urban China in the go-go years of the past 
decade has been mostly a matter of deciding between Prada 
and Louis Vuitton. 

Mian Mian reports a battle of “newly minted millionaires” 
faced off against “plenty of other people who were doing what- 
ever they could just to get by.” And there’s no doubt which side 
of the tracks she’s on. Her friends are the drunks and prosti- 
tutes that gave Shenzhen its gritty reputation, making the coun- 
try’s first “open city” more like Hong Kong’s Tijuana than 
the banking and trading centre the late leader Deng Xiaoping 
had envisaged when he created the special zone. 

The heroine, 19-year-old Hong, shadows the author's own 
track, leaving a well-disciplined upbringing in Shanghai to 
shack up with a guitarist and getting hooked on heroin. When 
Hong gets together—graphically—with the musician for 
the first time, she says, “catching the scent of the substance 
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flowing from inside my body, I saw into my own future, 
saw that I would become a woman with many stories to tell. 
But every story would have its price.” 


Hong attracts trouble like a magnet. “The air at those par- 


ties was both sweet and false, as if everyone had become white- 
collar workers overnight, and there were models, singers and 
local artists, the genuine and the fake, and I didn't really know 
what I was doing there in the midst of all that.” 


Like the drug trips that permeate this book, each rela- 


tionship climbs to euphoria, only to end with tears and a 
lesson for Hong. “All you had to do was cross paths with 
heroin, and sooner or later you would find yourself up to your 
neck in bad luck with no way out. In this respect, heroin 
was no fun at all,” she says before landing in rehab. 


are 


Drugs and sex are staples of Candy and the hangovers 
brutal. Yet, it’s more than the voyeurism that fuels drug 


books like Trainspotting. Mian Mian’s characters are social— 
not political—dissidents, both liberated and scared by the law- 
lessness of China’s topsy-turvy reform. 


In one of the strongest parts of the book, 
Hong and her promiscuous group panic 
when their friend Bug believes he has Aids, 
probably contracted from unsafe sex. “I 
multiplied all those numbers in my head, 
it started to seem likely that everyone was 
in trouble,” she writes. The friends pull 


tog 


money, or even marrying Bug to a for- 
eigner, so he can go overseas and get treat- 
ment. It’s a commentary on China’s refusal 
to make testing easier—even if Bug’s prob- 


[ Candy ] by Mian 
Mian. Back Bay 
Books. $13.95 





ether and hatch plans for making 


lem turns out to be just an allergy. 


The publisher’s decision to hold an English edition for the 


right translator, instead of rushing to compete with Shanghai 
Baby, was on the mark. Andrea Lingenfelter, who also trans- 
lated into English Farewell My Concubine, captures the style 
well. The writing is fast, biting and just the way Mian Mian 
really talks, though the actual structure of Candy lacks coher- 

sence, which sometimes makes it read like a diary of uncon- 
nected events more than a novel. 


“We'd grown up on movies from the Soviet Union and 


North Korea, but now we listened to music from England and 


sat 
we 


in our kitchens eating instant noodles and wondering if 
had Aids,” she writes. 
After Chinese propaganda chiefs banned both Candy and 


Shanghai Baby in 2000, a slick marketing campaign and a 
well-timed English version thrust Shanghai Baby onto book- 
store shelves around the world. Mian Mian herself left China 


for 
Hu 


Britain for a while, where she had a child, leaving Wei 
i to bask in the spotlight unchallenged. But not many 


people in China ever believed the sultry Wei Hui actually 
lived the crazy life that she claimed earned her title as 
“China’s first banned pornographic female novelist.” One 
believes Mian Mian when she writes: “If I took all the heroin 


I'd 


sucked up and lined it all up, it would be as long as the 


Great Wall of China.” = 


Febr 


Jim Areddy is Shanghai correspondent for Dow Jones Newswires 
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MAN IN | THE MIDDLE 
Shanghai author Chen Danyan’s latest novel, A Slow 
Boat To China, represents the first attempt by a Chinese 
novelist to tackle the politically controversial subject of 
the comprador, a Chinese employed in colonial times by 
Europeans to purchase provisions and other necessities 
and act as middlemen with the locals. 

The West saw such compradors as loyal servants and 
the original cultural ambassadors. By contrast, China’s 
communists viewed them as an exploiting class and 
enemies of the people. 

Chen’s first novel in eight years continues her trade- 
mark Shanghai nostalgia. She made her name as “the 
godmother of the petite bourgeoisie” in works like her 
best-selling nonfiction books Shanghai Salad, Shanghai 
Beauty and Shanghai Memorabilia. Her 1999 Shanghai 
Princess is currently being translated into English. 

A Slow Boat to China (not yet available in English) is 
set in Shanghai and New York. It chronicles the rise and 
fall of three generations of the Wang family, whose 
members made their fortunes as opium traders, people 
traffickers and compradors to European industrialists. 

The novel centres on the experiences of sisters Wang 
Fanni and Wang Jianni, the two remaining third-genera- 
tion children who are desperate to board a fast flight 
away from China by the end of the 1980s. After landing 
in New York, Fanni gets pregnant, has an abortion and 
slowly loses her mind. Jianni follows her sister and 
stumbles into adventure. 

Both sisters eventually return to Shanghai, where 
Jianni is determined to follow the footsteps of her long- 
disgraced comprador ancestors and devote her life to 
being a cultural bridge between the East and the West. 
With that, the allegory of a Shanghai family becoming 
prominent through interactions with Westerners 
comes full circle. 

Although they are flawed characters whose experi- 
ences at times seem overdramatized and stereotypical, 
one can relate to Fanni and Jianni on a personal level: 
Like many young women who left China for the West 
during the 1980s, they did so with little psychological 
preparation. Having grown up during the Cultural Revolu- 
tion when practically all things Western were banned, 
Shanghai girls like the Wang sisters were thrust into life in 
the Big Apple laden with cultural, sexual and racial mis- 
conceptions. Chen’s depiction of the difficulties the 
sisters encounter—the way they learn English, the culture 
shock, the streets in and around Greenwich Village—all 
have a recognizable, sweet-and-sour appeal. 

Chen writes about the Wangs sympathetically. She 
masterfully uses traditional realism accentuated with the 
Shanghainese vernacular and peppers an otherwise 
completely Chinese sentence with occasional English 
words, an effective method of portraying the Westernized 
social stratum unique to semi-colonial Shanghai. Her 
narrative is only flawed by occasional shifts of viewpoints 
and authorial interjections. 


Vivian Yang 
Vivian Yang is author of Shanghai Girl, set in Shanghai 
and New York in the 1980s 
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Jun Takagi / REVIEW 





East Meets West on a Plate 


Meet the “Frankenpizza,” a strange creation born of Japanese flavours and Italian styling. It’s just one example of 
the ingenious ways in which East and West come together in Asia’s kitchens. Call it fusion, call it confusion, call it 
just plain weird. But whatever you call it, this is fascinating food—with a twist 


52 A taste of the new India 54 Japan’s pizza the action 56 Sonie’s shines in Bangkok 
53 No blues at Mumbai’s Indigo 55 Hong Kong history in a cup 57 Life after death for fusion 
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India’s restaurant industry i 1s booming, and restaurateurs are using all se 
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INDIA IS IN THE MIDST of a restaurant revolution. 
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POT-POURRI: India’s chefs are mixing it up in the kitchen like never before 


Scientist in the Kitchen 


Mumbai’s Rahul Akerkar could give 
New York’s restaurant luminaries a run 
for their money. 

Housed in a turn-of-the-century 
Mumbai bungalow, Akerkar’s Indigo 
serves Asian-accented food, using the 

™best local herbs and fish and choice cuts 
of meats from Australia and New 
Zealand. The combination of terrific food 
and trendy décor puts Indigo in a leading 
position among India’s truly top-class 
restaurants outside its five-star hotels. 

The restaurant was started in 1999 
by Akerkar, a Columbia University 
graduate who turned his back on a 
career in biochemical engineering: “I 
had always loved cooking and could not 
imagine spending my life doing biochem- 

ical research,” he explains. It’s a move 
that’s paid off. In 2000, Indigo 
made Condé Nast Traveller maga- 
zine’s list of the world’s 60 best 
new restaurants. In a coup 
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that was equally impressive for 
abstemious India, the restaurant’s wine 
list earned the Wine Spectator Award of 
Excellence in 2001 and 2002. 

On a recent busy Saturday 
evening, chef Nitin Kulkarni agreed to 
put together a tasting menu for our 
table. Our soup arrived as a large 
group of Mumbai’s Who’s Who grabbed 
a table next to us. My roasted pump- 
kin soup, topped with red pepper jus 
and roasted sunflower seeds, was 
sumptuous with just a hint of heat. My 
companion’s choice was a perfect— 
and perfectly simple—lobster bisque. 

Next came a sampling of first 
courses. The tuna carpaccio was driz- 
zled sparingly with coriander oil, giving a 
delicious melon-like flavour. The terrine 
of mushrooms was topped with a mild 
dressing containing a hint of blue 
cheese so subtle that it didn’t obscure 
the earthy taste of the mushrooms. 
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But it was the pan-seared rawas in 
gassi sauce—one of the restaurant’s most 
popular dishes—that was the star of the 
meal. Some call this fish “the Indian 
salmon” due to its richness, and in South 
Indian cooking it’s often served with 
gassi—a hot curry that includes roasted 
red chillies, peppercorns and garlic. That 
mix can be a little overpowering, but not 
here. Indigo’s chef rubs the rawas in 
aniseed and lightens it with coconut milk. 
On the plate, the seared fish is ringed— 
not submerged—in the sauce, and is 
accompanied by coconut-braised spinach 
and artichoke hearts. This is Indian 
cooking all right, but not as we know it. 

Shailaja Neelakantan 
INDIGO 
Mandlik Road, Colaba, Mumbai. 
Tel.: (91 22) 5636 8999. Open from noon 
to 3:30 p.m. and 6:30 p.m. to 1:30 a.m. 
Pricing: The appetizer terrine of 
mushrooms costs 245 rupees ($5.40); 
the rawas costs 345 rupees 
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History in a Teacup 


If you’re searching for the elusive soul 
of Hong Kong, forget Starbucks in 
trendy Central and head to the Diamond 
Café in working-class Choi Hung. With 
its bleak, turquoise walls and wizened, 
inscrutable waiters, it’s a place where 
you can study your racing sheet in 
peace, and partake of a peculiar fusion 
food that’s developed in this crucible of 
East-West influences. 

Two purveyors of this culture are the 
cha chan teng (tea cafés) and the beng 
saat (sorbet cafés). Here, you can enjoy 
a cup of Hong Kong’s idiosyncratic nai 
cha, or milk tea, chomp on a daan taat, 
or egg tart, and risk a cup of yen yeung— 
half coffee, half tea. 

Down in Sheung Wan, on western 


Rick Martin/John Batten Gallery 


Hong Kong island, the Hoi On Café has 
been baking buns and serving yen yeung 
for 52 years. Owner Wong Sing-lun, 
remembers when his café sat right on 
the harbour. Now there’s a swath of 
reclaimed land in the way. Like any self- 
respecting tea café, the Hoi On has its 
own secret nai cha recipe. As Terence 
Ng, curator for the Hong Kong Food 
Culture exhibition at the Hong Kong 
Heritage Museum, explains, it’s as much 
a question of consistency as of taste. 
“Hong Kong people like a familiar envi- 
ronment. They want their nai cha to 
taste the same every time.” 

In the swirling eddy of globalization, 
as people search for rocks from the past 
to hold onto, Hong Kong citizens are 





TEA TIME: The world of Hong Kong's 
cha chan teng, or tea cafés, as 
captured in a series of images by 
photographer Rick Martin 















reaching for good old nai cha. A blend of 
cheap black teas served with sugar and 
evaporated milk, it evolved as a Hong 
Kong version of British milk tea, and was 
a favourite of labourers in need of an 
afternoon energy boost. Today, newspa- 
pers and magazines run sentimental 
features on nai cha, filled with details on 
cafés to visit in neighbourhoods where 
the well-heeled seldom tread. 

The menu at the Diamond Café 
bears other evidence to leaner days in 
Hong Kong. For a taste, try nai seui, or 
“milk water,” just milk and hot water 
with a teaspoon of sweet, evaporated 
milk. Or if you want something a little 
spicier, keep an eye out for hot lemon 
coke—heated Coca-Cola with slices of 
lemon and ginger. “Tastes almost like 
mulled wine,” one upmarket visitor to a 
café told this reporter. “Most unusual.” 

Erling Hoh 


DIAMOND CAFE 
37 Gam Hon Building, Choi Hung Estate 
Tel.: (852) 2320 1807 


HOI ON CAFE 
17 Connaught Road, Sheung Wan 
Tel.: (852) 2540 6340 





Japanese-style wafu pizza straddles the divide between 
time-honoured Japanese cuisine and modified Western dishes 
like omuraisu (rice omelettes) and korokke (croquettes) brought 
to Japan a century ago. And in the wafu world, it’s no holds 
barred. “I thought mayonnaise and eggs were normal on 
pizza, even outside Japan,” says 31-year-old Tokyoite Akiko 

“Sato while munching on a “dessert pizza” topped with cof- 
fee grounds, Kahlua and fresh cream. “By eating wafu pizza, 
you can enjoy Japanese and Italian food at the same time. 
Sounds crazy, eh?” 

Westerners might find pizza-delivery-chain menus in 
Japan even crazier. Pizza-la’s Negi Bey comprises leeks, sea- 
weed, black pepper, corn, bacon and mushrooms on a pizza 
crust. Pizza California’s California Special is a hearty tomato- 
based disc with all the mayo, squid, tuna, shrimp and onions 
you could ever want. Even at Japanese pubs, you can wash 
down the beer and sake with wafu pizzas topped with fish 
eggs, glutinous rice, tofu and kimchi. Got a yen for tandoori 
chicken and curry sauce on dough? No problem. 

The popularity of Japanized pizza could be partly due 
to pre-existing regional analogues like okonomiyaki, a Japan- 
ese pancake of dried bonito, cabbage and soybean paste. 

-At-home experimentation helps too. Sato admits to break- 
fasts of “natto pizza toast,” a concoction of pungent fermented 
soybeans, mayo, leeks, cheese and ketchup on bread. 
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And at least one upmarket Italian eatery has embraced wafu 
with zeal. Opened in October, Mohri Salvatore serves “Japoli- 
tan” fare in a stylish setting overlooking a goldfish pond. 
Chef Salvatore Cuomo, who's half-Japanese, takes wafu to per- 
haps its logical consummation: sushi-shaped pizza. His Rotolo 
al 66 consists of arty, bite-sized rolls of dough wrapped around 
either raw tuna, lotus root, leek teriyaki or prosciutto. A spe- 
cial ingredient is tofuyo, a cheesy, fermented blend of tofu 
and awamori, a rice liquor from Okinawa. His Chinese pizza 
is a toothsome meeting of pork, bamboo shoots and paprika. 

“When you look at the past, you realize Japan and Italy 
have a common food history through China and noodles,” 
says Cuomo, 32, who started in the business delivering pizza 
at age 11 in his native Naples. What works, he says, is respect- 
ing the local gastronomy while staying true to the Neapoli- 
tan basics. With Cuomo’s plans to branch out to China 
and South Korea, wafu pizza may be only the beginning 
of a truly Eurasian pie. TIM HORNYAK 


MUGI ISHIGAMA MAKI UN is at Gobancho 5, Chiyoda-ku, Tokyo 
(one minute south of Ichigaya subway station). Tel: (81 3) 3234 4569. 
Expect to spend ¥2,000-3,000 ($ 18.65-27.95) per head 


MOHRI SALVATORE is at Hillside B2F, Roppongi Hills, Roppongi 
6-10-1, Minato-ku, Tokyo (five minutes from Roppongi 

or Azabu-juban subway stations). Tel: (81 3) 5772 6675. 

Prices: ¥4,000-5,000 per person 
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HEARTFELT FUSIUN 


Sonie’ S cul inary creations are as unusual a mixture as he i IS 


“You’ve got to try it,” my friend John Goss kept insisting for a 
year until | finally yielded. “I can’t describe it to you, but you've 
got to try it.” What he didn’t say was that the place he was 
recommending is a Japanese restaurant with pasta and pizza on 
the menu and banana-Parmesan cheese ice cream. He knew that 
if he said that, there’s no way | would ever have eaten there. 

Sonie’s, located in a house a five-minute walk from Bangkok’s 

Emporium department store, in truth defies categorization. The 
food, a mix of Japanese, Italian, fusion and creativity, is delicious, 
but words can’t capture it. It’s as strange a mix- 
ture as 38-year-old Sonie himself (“Sonie” 
being the nickname of the owner-chef, 
Hikokazu Koyama). Sonie graduated from a 
cooking school in Japan only to end up work- 
ing at a steakhouse in Memphis, Tennessee, 
where, in a twist to the typical boy-meets- 
Southern-belle romance, he fell in love with a 
Thai woman named Oil, who would become 
his wife and take him to Bangkok. 

Sonie’s cooking threatens to give fusion 
a good name. | normally think of fusion cui- 
sine as some mechanical thing like tossing 
lemon grass into a Western soup. But Sonie’s 
fusion comes from the heart; he does what 
he loves. And what he loves is Japanese, the food 
he grew up with; pasta, because a European chef at the steakhouse 
did terrific pasta dishes; and whatever else he suspects would keep 
both him and his customers interested. “| go back home and | think, 
think, think,” he declares. 

Although a good part of the menu is Japanese, it’s still too weird 
to attract many Japanese customers. Sonie says that only about 
10% of his patrons are Japanese, and they tend to order pasta rather 
than the heretical Japanese dishes. After all, how could someone 
accustomed to traditional Japanese food deal with the signature 
dish, “Sonie’s sushi pizza”? It starts with a “crust” of seaweed, 
on which is piled rice, shrimp, fish eggs, avocado slices and tem- 


Life After Death 


pura “cracklings”"—bits of deep-fried tempura batter. Then the whole 
thing is baked in the oven, just like a pizza. Odd, but wonderful. 
Then there are the sushi rolls, where Sonie’s imagination goes 
wild, from a Caterpillar roll (eel) to an Oh My God roll (tuna, green 
onions and enough chillies to elicit that comment.) My favourite 
is the Jack roll, named after a customer who hates raw fish. After 
egg, cucumber, eel and other ingredients are wrapped in thin slices 
of salmon and mackerel, the whole thing is baked. 
As for the pasta, even what sounds conventional isn’t. The 
pasta with scallops and pesto sauce has a zing 
that’s far more than pesto. It turns out that 
after being boiled, the noodles are stir-fried 
with garlic and chillies before being put 
on the plate. 

My only quarrel with Sonie’s cooking is 
the liberal use of commercial mayonnaise, 
drowning out his version of a Caesar Salad 
and smothering the inventiveness of some 
other dishes. Sure, he could make superior }: 
mayonnaise, he says, but he argues that the f 
blandness of Kewpie, the Japanese brand 
he uses, goes better with the Japanese food. 
Besides, “I like mayonnaise,” he insists. 

“And 80% of my customers are Thai, and 
Thais love mayonnaise.” 
Sonie puffs with pride when he mentions his 
Thai patrons. “Thai people have a more open 
mind,” he states. “They're not scared to eat.” 
Stan Sesser 


SONIE’S is at 9/2 Sukhumvit soi 39, round 
the corner from the Phrom Phong Skytrain 
stop. Reservations essential; tel.: (66 

2) 258 8336. Open daily except Mon- 
days from 11:30 a.m. to 2 p.m. and 

5:30 p.m. to 10 p.m. Expect to pay 
between $7 and $10 per dish 


FOR MANY PURISTS, the near death 
of fusion food after so much critical 
acclaim in the 1990s only proves one 
point—you can't convince them if you 
confuse them. Depending on who you 
ask, a pizza with goat’s cheese and 
Chinese sausages is either preposterous 
or ingenious. So we should be thankful 
for those chefs who truly understand 
that fusion is not a dirty word, and 

who realize that the robust flavours of 
Asian ingredients and classic French 
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cooking really can be a perfect marriage. 

In Singapore, the eight-year-old Doc 
Cheng’s at the venerable Raffles Hotel is 
a fusion institution, though staff prefer 
the term “trans-ethnic cuisine.” Execu- 
tive sous chef Dave Heng has no qualms 
about lending a Thai twist to traditional 
bouillabaisse or dusting a rack of lamb 
with Sichuan peppercorns. But his 


ZESTY: Seared scallops in a lime chilli 
dressing from Salt in Singapore 
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signatures are less in-your-face. For 
instance, pan-seared butterfish mari- 
nated in miso and sake for 24 hours—a 


dish that showcases East-West at its best. 


Smart stuff, but there are echoes of 
the gimmicky excesses of high fusion: 
The staff, exuberant and dressed in 
Chinese physician-inspired uniforms, 
bring you cheese-and-garlic naan and 
tell you it’s an Indian pancake. The 
knives and forks have pointy ends so 
they double as chopsticks. It’s a pity 
they're almost impossible to use. 

Singapore’s most famous fusion 

hef, Jimmy Chok, once worked at Doc 
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Cheng’s, but about 19 months ago, the 
self-taught chef started the 28-seat 
modern European restaurant Salt in the 
financial district. Lunchtime sees deals 
being cut over roast pigeon with ginger 
plum wolfberry sauce and seared 
salmon fillet with ginger soy dressing. 
For Chok, such combinations make 
sense. “I grew up with soya sauce and 
chilli,” he says. “When I do a braised 
lamb shank, I use oyster sauce instead 
of veal jus. It works, creates a new 
dimension and doesn’t overpower.” 
Whatever your views on fusion, one 
thing’s for sure: These days, chefs and 
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diners alike are now more informed 
and tastebuds are more refined. “The 
same rack of lamb with hoisin sauce I 
did five years ago is now considered too 
strong,” says Chok. “I add orange zest 
to up the acidity of the dish so the 
flavours are more balanced.” 


JOAN KOH 


DOC CHENG’S 
F, Raffles el Arcade, 1 Beach Road. 
(65) 6337 36 
SALT 
94 Amoy Street. 
Tel.: (65) 6223 1266 
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The Case For Outsourcing 


True believers in free trade should realize that outsourcing jobs to Asia may be painful for 
the West but will create value and raise living standards worldwide 


RAMANAN RAGHAVENDRAN, a senior part- 
ner at TH Lee Putnam Ventures, or THLPV, a 
Tier-1 United States private-equity firm, is surprised 
at the U.S. media backlash against outsourcing 
information-technology and business-processing 
services to Asia, especially to India. Raghavendran, 
an American of Indian origin, states that he is a dis- 
passionate private-equity investor who looks to cre- 
ate value in any region he invests in. In his com- 
panies, performance metrics, transparency and 
accountability are paramount. 

So when Raghavendran talks about the Amer- 
ican media’s shortsightedness in the out- 
sourcing debate, you feel compelled to listen. 
“The last time there was anything remotely 
approaching real free trade in information, 
and a consequent imbalance in the free-trade 
equation weighted towards the East, was 
around the year 1000. Europe was in the Dark 
Ages, the Americas were beyond the 
shadow and Baghdad and Beijing were the 
leading global centres of intellectual inno- 
vation,” he says. 

Now, for the first time in 
human history, thanks to the 
connectivity of the Internet 
and the ability to transfer 
large volumes of data, free 
trade includes the large-scale 
movement of intellectual capi- 
tal across borders. The logic is 
partially cheap labour, but very 
often has to do with the abun- 
dance and the ease of recruitment 
of plentiful talent. 

Raghavendran calls the bluff of 
those who profess to believe in free 
trade but are really closet protection- 
ists. “Ultimately, if one is a true 
believer in free trade, the movement 
of intellectual goods—that is, data— 
will lead to a general rise in living stan- 
dards worldwide, and U.S. 
companies that take the 
lead in moving activities 
offshore will benefit, as will 
the U.S. economy and U.S. 
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citizens. The history of the U.S. repeatedly validates this view- ~ 
point. But in the interim, there will be pain, more so in this case 
as it is not clear what takes the place of these activities in the 
West, i.e. the Next Big Thing. But history tells us that West- 
ern economies will morph their way into continued growth and 
success,” he says. 

Raghavendran has a unique perspective as in his 13-year career 
in private equity he has invested in the U.S., Europe and Asia. He 
was a senior partner at Insight Venture Partners, where he 
invested in business-process outsourcing and enterprise-software 
companies, including offshore investing via ConnectCapital. Prior 
to joining Insight, he was a senior member of the invest- 
ment team at General Atlantic Partners, where he initi- 

ated investments in Internet-related businesses, IT 
services and enterprise software. a 
THLPV is focused on investing in technology- 
oriented service com- 
panies, and in India, the 
firm has investments in 
cross-border outsourcing 
companies. Raghavendran 
is cautiously optimistic 
about India’s technology 
sector. He believes there is 
great opportunity around 
India, but some key weak- 
nesses need to be addressed to 
sustain this opportunity. “Com- 
panies in India are poor atii 
climbing up the value chain ana, 
so they lose sight of the longer; 
term game,” he says. 
“India goes through boom-and- 
bust cycles; right now the stockmar- 
ket is at a high and there’s a general 
sense of optimism. This, too, shall 
pass. But my firm has a long-term 
investment strategy around outsourc- 
ing in India and Asia. The key in venture 
or private-equity investing is to stick with 
a strategy in good times and bad, as eco- 
nomic cycles will always exist. Companies 
that will survive the next downturn willbe 
the ones that have done 
Bama Chau/ REVIEW most things right, and that’s 
where we seek to invest.” 


SHAILAJA NEELAKANTAN 
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protect your brand and craft effective communications 


while under Constant fire? 


Whether it be SARS, price wars, deflation, terrorism or disruptive technologies from 
out of the blue - something will happen to guarantee there is no uneventful year. 


e% Crisis management skills designed for the rare catastrophe are no longer enough. 
A new set of skills is needed. Presenting: 


Best Practices: Leadership Under Fire 
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e Mark Austin, Chairman & CEO Asia Pacific, Mediaedge:cia Asia Pacific Holdings Pte Ltd 
¢ Bennett Gallina, Senior Vice President, Avon Asia Pacific 
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e Mike Horner, Board Director & Regional Director, Asia Pacific, Control Risks Group 

¢ Sanjay Mirchandani, President, Asia Pacific Region, Microsoft 

e Bill Rylance, President & CEO, Burson-Marsteller Asia Pacific 
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¢ Alan VanderMolen, President, Asia Pacific, Edelman 
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DouBTING PAKISTAN 
There is hardly an educated Indian 
-who does not wish that India-Pakistan 
| relations were good [Kashmir Thaw, 
» Editorials, Feb. 5]. The current phase 
-in those relations, however, is more 
< noise than substance. It is difficult to 
z: imagine that a nonelected leader of 
Pakistan can open a new chapter in 
ties with India, turning his back on 
Pakistan's single-minded and single- 
> track policy of anti-Indianism that 
~ Islamabad has pursued consistently 
since Partition. The country’s leader, 
Pervez Musharraf, often speaks in 
contradictory voices and appears to be 
playing to certain sections of his own 
people. Not many in India can hope, 
much less expect, that Pakistan's pres- 
ident can deliver. 

The test of Musharraf's intentions 
lies in his ability to concede genuinely 
that a solution to the Kashmir question 
has to be one that is acceptable to India, 
Pakistan and the people of Kashmir. 
This turns on the question of finding 
out what the people of Kashmir want. 
When we manage to find out what that 

: is, we should be prepared to concede 
that they are free to choose between 
India, Pakistan and independence. That 

“will be the moment of reckoning for 

both India and Pakistan. 


V.C. BHUTANI 
New Delhi 


_ More on MONKEYS 

«In your note on Scott Rolstor’s letter, 
| you may have missed the point [Mon- 
key Business, Feb. 12]. The year of the 
<- monkey is a Chinese astrological con- 
"cept, so rather than examining the ety- 
mology of the English word “monkey,” 
~~ should we not be examining the ety- 
mology of the Chinese character used 
` in the year of the monkey? 


WILLIAM LEE 
Hong Kong 


Nor A PROBLEM 

Your article, Nation-Building (Feb. 5], 
attributes one of the reasons for 
į the division in “Malaysian society 
along racial and religious lines” to “an 
Islamic resurgence.” 


It is worth noting that the racial 
riots of May 13, 19g69—a black ‘date in 
Malaysian ey A before 
the Islamic resurgence that ÎS- 
ally accepted to have taken place in the- 
1970s. And witness how Malaysians, 
irrespective of ethnic or religious back- 
ground, stood together to defend the 
country’s name recently when the 
United States listed Malaysia as one of 
nine countries in the world not to prac- 
tise freedom of religion. 

If anything, greater religious, par- 
ticularly Islamic, consciousness has 
served to promote tolerance and under- 
standing within Malaysian society. 

TENGKU AHMAD HAZRI 
Kuala Lumpur 





THE CHINA ANGLE 

Who knows how the current outbreak 
of bird flu started? [Stopping a Killer, 
Feb. 5.] But wherever it might have 
come from, one still can't help being 
reminded of the condition of farm-ani- 
mal cultivation in China. There, ani- 
mals literally stand or lie in their fae- 
ces, and farmers sometimes live near 
where they keep these creatures. One 
can't help but feel that it may only be 
a matter of time before some sort of 
pandemic begins there. 


LOK CHONG HOE 
Penang 


BEER BRAND 

I was pleasantly surprised to see a pic- 
ture of one of my favourite beers in 
Shanghai, REEB (or “beer” spelt back- 
wards), in your January 22 issue [Trav- 
ellers’ Tales]. I had a good chuckle 
over the tongue-in-cheek comment 
about the name. The brewing com- 
pany did some clever marketing. 
Being an expatriate in Shanghai, I 
think it’s a pity this beer is not drunk 
by more expatriates. Many locals 
drink it. 


RYAN EISELE 
Shanghai 


All letters must include the writer's name, address and 
phone number and are subject to editing. By mail: Review, 
GPO Box 160, Hong Keng: By fax: (852) 2503 1530: 
By e-mail: letters@feer.com 
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Not So Sweet 





America sets a bad precedent for agriculture in its free-trade pact with Australia 


AUSTRALIA AND the United States have just concluded 
negotiations for a bilateral free-trade agreement (see related article 
on page 43). A cause for celebration, you would think. Well, 
yes, but not entirely. While the FTA will provide substantial ben- 
efits for many exporters on both sides of the Pacific, it contained 
a glaring omission that is just as likely to embolden other nations 
to continue protecting coddled industries. This will have 
ramifications beyond bilateral pacts, and into the even more 
important area of multilateral trade agreements. 

The missing ingredient in the Australia-U.S. pact was sugar. 
Australian cane growers had expected their government to insist 
that sugar be included in negotiations. Clearly, they hadn't heard 
that U.S. Trade Representative Robert Zoellick had gone on radio 
in North Dakota—a sugar-beet growing state—to categorically say 
that the American position “is not to have any increase in sugar 
from Australia.” The prospect for Canberra was either to drop 
demands for a rise in the U.S. sugat-import quota for Australia 
and the eventual removal of above-quota duties, or get nothing. 

But why the hoopla over sugar? For Australia, it’s simple 
mathematics. Its cane growers are very competitive. Thus, the 
country has every reason to want to profit from its comparative 
advantage. But in the U.S., sugar has shaped up to be a matter 
of politics, especially with presidential elections looming. Florida 
is America’s largest sugar-producing state, and where George 


W. Bush only narrowly beat Al Gore in the 2000 elections. If 
Mr. Bush failed to protect Big Sugar, he'd likely have to reckon 
with a well-funded sugar lobby there this autumn. Still, we 
wonder if there isn't more to be gained in voters’ eyes from 
standing up to the sugar barons. We'd have thought that 
Americans are tired of paying more for sugar than consumers = 
in many other parts of the world. 

For Mr. Bush's timidity on this key issue, the rest of the 
world will pay a price. Letting the American sugar industry off on 
fresh competition will have an impact on negotiations for the Doha 
Round of world-trade liberalization. For if Doha is to be suc- 
cessfully completed, much work needs to be done on agriculture— 
getting the European Union to end subsidies to farmers and 
ending Japan's protection of its rice growers, for a start.. But why 
would these constituencies budge when the largest economy in 
the world—and indeed the freest—is willing to let principle 
slide if it gets in the way of a little politics? After all, Japar’s twee 
rice plots represent big political clout. 

Certainly, bilateral and even regional trade pacts are not . 
the best ways of removing trade distortions. By giving preference 
to one country, others are disadvantaged—the playing field isn't 
levelled, it is realigned. But the value of bilateral pacts is that 
they can set important precedents for multilateral arrangements. 
Unfortunately, the wrong ones were set last week. = 


Snap Polls Sri Lanka’s president punts for a government in her image 


TRY AS we might, it’s hard not to be 
cynical about Sri Lankan President 
Chandrika Kumaratunga. Last weekend, 
she dissolved parliament, led by Prime 
Minister Ranil Wickremesinghe, and 
called for fresh legislative polls on April 
2-——nearly four years before they must 
be held. The president and prime minis- 
ter are rivals from opposing political par- 
ties, but to judge by Mrs. Kumaratunga’s 
action you just might mistake her for a 
monarch instead. 

Certainly, the power to dissolve parlia- 
ment is within the president's ambit. Yet 
just as surely, there was no internal turmoil 
within the government to prompt its 
sacking. Mr. Wickremesinghe’s United 
National Party and its allies and supporters 
firmly controlled 129 seats in the 225- 
member body. In comparison, Mrs. 


Kumaratunga’s party and its new ally, the 
People’s Liberation Front, had 93 seats. 

In fact, whatever turmoil exists in 
Sri Lanka has been of the president’s 
creation. In November, Mrs. Kumaratunga 
fired three ministers from Mr. Wick- 
remesinghe’s government because nego- 
tiations with the rebel Liberation Tigers of 
Tamil Eelam weren't going the way she 
would have liked. Just before dissolving 
parliament, the president appointed offi- 
cials from her party to two portfolios. 
Message: If the elected prime minister's 
policies aren't to the president's liking, 
she'll make other arrangements. 

More worryingly, the president opens 
up questions of what would happen if Mr. 
Wickremesinghe’s side were to win once 
more. If the new parliament broadly 
resembles the last, would the president 


dissolve it again? Mrs. Kumaratunga 

surely has cooked up a recipe for crisis. 
Meanwhile, though the ceasefire with 

the Tigers continues to hold, the group no 


doubt will debate the value of further -¢ 


negotiations. Mrs. Kumaratunga, who has 
underlined her hold on all levers of power, 
clearly is disdainful of current measures 
towards ending the civil war. 

For Sri Lankans outside the north and 
east, Mrs. Kumaratunga’s action will have 
just as much of an impact, as international 
donors may hold back on $4.5 billion in new 
aid for rebuilding the country. Last year, the 
economy grew 5.6% on hopes that a lasting 
peace was possible; now, the brakes are 
on for new investments. Vote for a new 
parliament? Maybe Sri Lankans should 
also be asked to make a fresh judgment 
on their president at the ballot box. z 
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Yu Shi Ju Jin 





(Thats Chinese for, “Look out world, here we come.”) 


Every year, 10 million people in 


China migrate from their villages to the cities. 
The economy doubles every decade, exports every five years. 
Within a decade, China promises to become the world’s largest 
trading nation. Here, clearly, there look to be big opportunities 
for investors in the 21st century. 


However, China is more complicated than just being 
a bet on growth. The important themes to remember are (1) 
whatever China cannot produce is likely to become dearer, (2) 
whatever China can produce is likely to become cheaper, and 
(3) competition may keep profits low even if growth is high. 


Chinas industrialisation is likely to need more natural 
resources than the reconstruction of Europe and Japan after 
WWII. Exhaustible resources could be more expensive for 
decades. As millions of Chinese join the motoring class, 
for example, oil prices may consistently trend higher. 





Prestigious global brands, as a different example, could 
appreciate in value with Chinas growth, as more Chinese can 
afford higher-priced, branded products. Thus, the best plays on 
Chinas development could well be global companies that 
control scarce resources. 


At the other extreme is China’s downward pressure on 
the prices of manufactured goods. The country’s vast labour 
force of 750 million is more than the total in all the OECD 
countries. Only half of the labour force has left the land, and 
urbanisation may take another three decades to complete. Until 
then, the constant flow of migrants looking for work is likely 
to hold down Chinese wages. Whenever China begins to make 
a product, its price will reflect Chinese rather than Western 
wages. Thus, investors should monitor international price 


: ` trends for manufactured goods. 


Chinese companies can be good plays on China’s 
growth. But while growth may be high, cut-throat competition 
keeps profitability low for many Chinese producers. Only those 
with vast economies of scale or enjoying regulatory protection 
will be able to turn China's growth into profits. 


Excessive optimism should be avoided. While China’s 
economy is on a powerful secular uptrend, it is also quite 
volatile. Part of its economic strength or weakness at any 
point reflects its economic cycle. Critically, investors need to 
distinguish between the long-term trend and short-term 
volatility in China’s growth. 





Today's extraordinary optimism toward China, for example, 
could be exaggerated by the effects of introducing a commercial 
housing market a few years ago. It is vital not to be caught up in 
the hype. When China's growth is above its long-term trend, as 
now, the market may be euphoric and investors could overpay 


for their China plays. 


Profiting from China requires more than just a focus 
on growth. Chinas growth reduces prices for some goods and 
increases prices for others. Only companies exposed to the 
latter dynamic are likely to benefit from China’s growth in 
the long term. 


Andy Xie 
Economist 
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U.S. Considers 


Criticism of China 


The United States is seriously considering introducing a res- 
olution on China’s human-rights violations when the United 
Nations Commission on Human Rights begins meeting in 
Geneva on March 15. Lorne Craner, the U.S. assistant secretary 
of state for democracy and human rights, told a conference in 
Washington on January 29 that the Bush administration was 
considering the move because of “our concern about back- 
sliding across a range of human-rights issues.” He added that 
“a decision will be made at the highest levels of our govern- 
ment.” Craner said that he had supported a decision not to offer 
a resolution in 2003 because China had agreed to host visits by 
the UN special rapporteurs on torture and religious freedom as 
well as the UN working group on arbitrary detention. None 
of these visits has taken place because of conditions that Bei- 
jing subsequently put on the delegations. “If China expects to 
be a fully accepted member of the international community, 
China must live up to international human-rights norms, 
and they can begin that by fulfilling the pledges they made 
more than a year ago,” Craner told the conference. 


ADMIRAL’S LANDMARK VISIT TO DANANG 
Adm. Thomas Fargo, head of the United States Pacific Com- 
mand, made an unprecedented and unannounced visit to the 
Danang naval base in central Vietnam during his landmark Feb- 
ruary 10-11 visit to the communist nation. U.S. officials are inter- 
preting the base visit as a strong signal of Hanois interest in 
stepping up military-to-military relations between the former 
enemies. “Some view the Danang visit as a warming, a confi- 
dence-building measure,” a U.S. defence official tells the REVIEW. 
The official says the Vietnamese told Fargo that he was “the first 
foreign official to visit that facility,” the closest military base to 
islands in the South China Sea disputed with neighbouring 
China. Fargo’s trip to Vietnam followed a visit to Washington 
by Vietnamese Defence Minister Pham Van Tra in Novem- 
ber, the first by a head of the country’s military since the Viet- 
nam War ended in 1975. A few days later a U.S. warship made 
a historic port visit to the former South Vietnamese capital of 
Saigon, now known as Ho Chi Minh City. Diplomatic and trade 
ties between Hanoi and Washington have improved markedly 
over the past decade, but relations between the two countries’ 
militaries have only involved cooperation in the search for U.S. 
servicemen listed as missing during the war. 


INSATIABLE APPETITE FOR INDIAN STOCKS 

More evidence of investors’ appetite for Indian stocks was on 
display in New York during the first week in February, when 
Goldman Sachs and India’s Kotak Mahindra Bank put on an 
unprecedented three-day jamboree for foreign fund managers. 
The crowd, more than three times bigger than expected and 
including investors from Hong Kong and London, jammed into 


8 Far Eastern Economic Review 


an auditorium in Goldman's Wall Street offices to hear pre- 
sentations from a range of Indian companies, says a Kotak exec- 
utive. The surprise, he says, was that the audience included 
managers not only of Asia-specific funds but also of more 
general investment funds. What’s more, their interest went 
beyond the “usual suspects”—India’s much-heralded soft- 
ware companies—to include a broader range of firms from 
banks to pharmaceutical producers. Vehicle makers such as 
Mahindra & Mahindra and Tata Motors also attracted the 
fund managers’ attention. Foreign funds pumped more than 
$6 billion into India’s markets last year and their degree of inter- 
est will be a key factor in market performance this year. 


Norway ATTRACTS EDGY ACEH EXILES 

Exiled leaders of the Free Aceh Movement (GAM), fearing 
possible European Union (EU) action against their organi- 
zation, have begun moving some of their activities from Swe- 
den to neighbouring Norway. The development comes amid 
stepped-up efforts by Jakarta to prove that they are engaged 
in directing terrorist activities in the Indonesian province. 
While these top leaders remain based in Sweden, over the past 
three years some 200 political refugees have come from Aceh 
and opted to settle in Norway, say GAM officials. Currently 
there are some 50 Acehnese in Sweden, including GAM’s 
president, Hasan di Tiro, “prime minister” Malik Mahmud, 
“foreign minister” Zaini Abdullah and spokesman Bakhtiar 
Abdullah. But the GAM leaders have in recent months started 
holding most of their meetings in Norway, a non-EU country 
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which has a more liberal refugee policy than Sweden and 
the EU. Stockholm has said it does not support GAM’s polit- 
ical goals, but refuses to prosecute di Tiro and other leaders 
so long as they are not breaking Swedish law. But the exiles 
apparently fear the situation may change. Former Indonesian 
Foreign Minister Ali Alatas visited Sweden in June 2003 
and handed over intercepted faxes and e-mails allegedly show- 
ing that the Acehnese exiles were engaged in terrorism. Jakarta 
has so far failed in its efforts to have GAM placed on a United 
Nations list of terrorist organizations. 


PAKISTAN UNDER NEW AMERICAN PRESSURE 
The United States has stepped up pressure on Pakistan's Pres- 
ident Pervez Musharraf to clean up his country’s military intel- 
ligence service and help American forces capture terrorist mas- 
termind Osama bin Laden. Western diplomats in Washington, 
Islamabad and Kabul say U.S. intelligence officers believe that 
elements of Pakistan's Interservices Intelligence, or ISI, are 
withholding information on the whereabouts of bin Laden 
and some of his key aides. The Americans also believe these 
Pakistani operatives are helping Taliban guerrilla fighters who 
are attacking U.S. forces in Afghanistan. Although publicly 
the U.S. insists that Musharraf is a valuable ally in the war 
against terrorism, U.S. Central Command head Gen. John 
Abizaid is believed to have urged Musharraf during a meeting 
in mid-January to clean up the ISI, the Western diplomats say. 
Analysts say bin Laden's capture is essential to provide U.S. 
President George W. Bush with a success story before the pres- 
idential poll in November, and to distract the media from con- 
tinuing problems in Iraq. Islamabad insists that it is doing 
what it can with limited resources to hunt down Al Qaeda and 
Taliban fugitives in Pakistan. 


U.S. Lonc MONITORED MALAYSIAN FIRM 

For the past three years, the United States has been moni- 
toring a Malaysian company alleged to have supplied cen- 
trifuge components to a buyer who intended to sell them to 
Libya’s nuclear-weapons programme. So why didn't John 
Bolton, U.S. undersecretary of state for arms control, com- 
plain about Scomi Group's activities when he visited Malaysia 
in late January? Because, says a senior U.S. official, Bolton 
was having general discussions on nonproliferation issues 
and not meeting with people who knew anything about the 
company’s activities. The official adds that Washington has 
no plans to censure the Malaysian government over Scomi’s 
involvement. That’s because the U.S. found no evidence 
that Kuala Lumpur was complicit in the operation set up by 
Pakistan's former nuclear-weapons tsar, Abdul Qadeer Khan, 
who early this month in Islamabad confessed to illicitly export- 
ing nuclear technology to Libya, North Korea and Iran. 
Malaysia’s Prime Minister Abdullah Ahmad Badawi was 
quoted by his country’s Bernama news agency on February 
9 as saying he believed a police investigation had exonerated 
the company—controlled by his son—of knowingly being 
involved in nuclear proliferation. (See article on page 18.) = 
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| Regional Briefing | 


THIS WEEK 








Bird Flu And Confusion Spread 


Confusion reigned throughout Asia over how 
best to respond to the growing outbreak of bird 
flu, which has killed 19 people. Vietnam reversed 
an earlier decision to kill all poultry within a 
3-kilometre radius of a bird-flu outbreak, saying 
that such a cull could totally destroy the nation’s Rates 
poultry industry. Several Asian nations banned 
imports of American poultry because a farm in 
Delaware announced that it had destroyed 

12,000 birds after it found an outbreak. The 

United States criticized 

the blanket ban as an 
overreaction. China 
maintained that there 

were no reported 

human cases of bird flu 

in an outbreak that has 

now seen cases of 

infected poultry in 

almost half of the 

country’s provinces. 





ALITTLE MORE THAN a 
year after being torched 
by an angry Cambodian 
mob, Thailand’s 
embassy in the capital, 
Phnom Penh, reopened 
without fanfare. Pro- 
testers reportedly 
angry over claims that a 
well-known Thai actress 
had said that Angkor 
Wat actually belonged 
to Thailand—a state- 
ment the actress 3 
denied ever making—set 
fire to the embassy and 
later also torched Thai 
businesses at the end 
of January 2003. 





JAPAN 


The initial public offering 
of Shinsei Bank was 
oversubscribed 21 times 
as investors applied for 
$51 million worth of 
shares with just $2.36 
billion worth available. 
Shares of the former 
Long-Term Credit Bank, 
which was acquired by 
international investors in 
2000 after it collapsed 
and then had its name 
changed, will begin 
trading on February 19. It 


Reuters 





BIRD CULL: Vietnam retreated 


SRI LANKA 





President Chandrika 
Kumaratunga dissolved parlia- 
ment, and new elections were set 
for April 2. Kumaratunga has 
been locked in a bitter battle with 
political rival and Prime Minister 
Ranil Wickremesinghe, who has 
been leading the government’s 
peace talks with Tamil Tiger 
rebels to end two decades of civil 
war. The rebels had recently 
dropped their demand for an 
entirely separate Tamil state if 
Colombo granted them a high 
degree of autonomy in the area 
they occupied and fought over in 
the country’s northeast. But 
Kumaratunga has charged that 
the prime minister made too 
many concessions in exchange 
for peace. She has said she will 
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oppose any dilution of Sri Lanka’s 
unitary constitution. Wickreme- 
singhe immediately cancelled a 
scheduled visit to Thailand, 
saying: “I will not go to Thailand 
as a caretaker prime minister.” 





KUMARATUNGA: Only one system 
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was the first time in Japan 
that foreign investors 
rescued a bank. Shinsei 
has become well-known 
for having a stricter 
credit-issuing regime than 
most Japanese banks. 


PAKISTAN 


President Pervez 
Musharraf pardoned a 
top scientist who admit- 
ted selling nuclear 
secrets to countries 
believed by the United 
States to be some of the 
world’s most dangerous. 
Abdul Qadeer Khan, 
considered the father of 
Pakistan’s nuclear- 
weapons programme, 
confessed to selling 
nuclear technology to 
Iran, Libya and North 
Korea throughout the 


1990s. Without giving 

any details of the par- 

don, Musharraf said that 

he would not submit the 
country’s nuclear pro- 
gramme to international 
oversight. (See related A 
article on page 18.) 


NORWAY 


Peace negotiations 
between the Philippine 
government and commu- 
nist rebels resumed in 
Oslo after being sus- 
pended in 2001. At that 
time, Manila said it was 
suspending the talks 
because of a series of 
rebel attacks on politi- 
cians. Now the govern- 
ment says it hopes that 
peace talks can be 
concluded before Presi- 
dent Gloria Macapagal- 
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Arroyo stands for re- 
election on May 10. But 
the rebels doubt that 
such an ambitious 
timetable is possible. 


AUSTRALIA 


Agreement with the 
United States on a free- 
trade agreement came 
after Australian negotia- 
tors apparently dropped a 
demand that the U.S. 
open its market to 
Australian sugar. (See 
article on page 43.) The 
pact apparently elimi- 
nated Australian tariffs 
for 99% of U.S. manufac- 
tured exports, and 
Australian tariffs on U.S. 
agricultural goods will be 
dropped immediately. 


INDONESIA 


A man who admitted 
processing chemicals for 
the bigger of two bombs 
that killed 202 people in 
Bali on October 12, 
2002, was sentenced to 
life in prison by a Bali 
court. Suranto Abdul 
Ghoni is the fourth Bali 
bombing defendant to 
receive a life term. Three 
others have been sen- 
tenced to death. The 

: terrorist group Jemaah 
Islamiah was implicated 
in the bombings. 


NORTH KOREA 


A United Nations agency 
said that it must cut off 
food aid to more than 6.4 














million people until the 
end of March because 
food donations have 
dwindled. The World Food 
Programme said that food 
would only be given to 
100,000 people because 
of the shortfall, which it 
blamed on the wide- 
spread fear that North 
Korean is developing 
nuclear weapons. 


SOUTH KOREA 





Prosecutors said that 
they will question 
former dictator Chun 
Doo Hwan about allega- 
tions that he looted 
millions of dollars from 


CHUN: Questions 


the government while he 
ran the country from 
1980-88. The decision 
reportedly came after 
investigators said they 
found that 7.35 billion 
won ($6.6 million) held 
by Chun’s second son, 
Chun Jae Yong, was part 
of the former leader’s 
stolen money. 


LUNCH: The UN says food aid has fallen dramatically 
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Korea Exchange Bank 
decided not to participate 
in the $4.3 billion govern- 
mented bailout of credit- 
card company LG Card. 
The company cited the 
high cost of the merger 
with its own credit-card 
affiliate, Korea Exchange 
Bank Credit Service, at 
the end of February. 
Meanwhile, Korea’s 
largest lender, Kookmin 
Bank, said that its loss in 
the year to December 31, 
of 612 billion won ($525 
million) reversed its 
profit from the previous 
year because of provi- 
sions for losses at LG 
and at Kookmin’s own 


= card operation. 


Long-dormant consumer 
spending, which has been 
depressed by excessive 
credit-card debt for many 
months, is showing signs 
of life. In the first half of 
2003, the nation’s 
economy entered its first 
recession since the Asian 
financial crisis of 1997 
and 1998. But then, in 
the last month of 2003, 
wholesale and retail sales 
rose—0.6% over the year 
earlier—for the first time 
in 11 months. Robust 
exports powered the 
country out of recession 
in the third quarter. 


SINGAPORE 


Prime Minister Goh Chok 
Tong embarked on a 10- 
day tour of Egypt, Jordan 
and Bahrain with the aim 
of improving trade ties 
with the Middle East. 
Bahrain, which like 
Singapore must deal with 
a shortage of fresh water, 
is said to be very inter- 
ested in Singapore’s 
water-recycling and 
treatment technologies. 





SPOTLIGHT 


PERWAJA SCANDAL: Eric Chia is charged 


TYCOON INDICTED 
Kuala Lumpur gave teeth to Prime Minister Abdul- 
lah Ahmad Badawi’s pledge to tackle corrup- 
tion with a high-profile indictment on February 
10 in Malaysia’s biggest financial scandal. 

Eric Chia, the former managing director of 
state-owned Perwaja Steel, was charged with 
criminal breach of trust. Prosecutors said that 
76.4 million ringgit ($20.1 million) was paid to a 
fictitious company purporting to represent Japan- 
ese steel maker NKK. Chia, 71, pleaded not guilty 
and told reporters that he would vigorously 
defend himself “to clear my name.” 

Chia, hand-picked by former Prime Minister 
Mahathir Mohamad, had run Perwaja for seven 
years when he resigned in 1996 ahead of reve- 
lations that the company was insolvent with $4 
billion in debt. The subsequent public outcry 
forced investigations, which were completed 
15 months ago. 

The Mahathir administration’s seeming 
inability to prosecute anyone involved with Per- 
waja opened it to severe criticism. Mahathir 
stepped down as prime minister on October 31. 
Loss-making Perwaja continues to function but 
with a skeleton staff and reduced output. 

The Perwaja indictment is likely to resonate 
positively for a new administration that could 
go to the polls as early as April. (See article on 
page 19.) “It also sends a clear message to 
investors and employees of government-linked 
companies that the government is serious about 
tackling corruption,” says Richard Cohen, a 
strategist with CIMB, Malaysia’s largest invest- 
ment bank. S. Jayasankaran 
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Pipe of Prosperity 


Thailand is promising cheaper oil and safer passage for shipments to major importers in East Asia once 
it completes a network of deep- water oil terminals, pipeline and storage depots across its southern isthmus. 
Critics say it’s a pipe dream, but the project’s attracting interest from China and others 


THAILAND IS PUSHING ahead with ambi- 
tious plans to supplant Singapore as Asia’s 
fuel-trading and transport hub, includ- 
ing the construction of an energy land 
bridge between the Indian Ocean and the 
Gulf of Thailand. It’s a move that Thai 
planners say will cut the cost and improve 
the security of oil supplies to Northeast 
Asia, particularly China. 

Many sceptics question the econom- 
ics and logistics of the scheme. The plan, 
nevertheless, has the backing of Thai- 
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land’s business-minded government and, 
more importantly, has support in China, 
where there is a strong desire to seek out 
faster and safer routes for the growing 
amounts of oil it imports to fuel its eco- 
nomic growth. 

As a first concrete step, state-owned 
energy company PTT PCL on January 29 
opened a new petroleum-trading centre 
at Sriracha deep-water port on Thailand’s 
eastern seaboard just southeast of 
Bangkok. Opening the centre, Thai Prime 


By Shawn W. Crispin/BANGKOK 


Minister Thaksin Shinawatra asserted 
that his country would dominate Asian 
petroleum trading within five years. 

In April the government plans to 
begin work on what it calls a Strategic 
Energy Land Bridge, which will include 
two deep-sea oil terminals, storage 
depots and a 240-kilometre pipeline for 
transporting oil across the southern Thai 
isthmus from the Andaman Sea to the 
Gulf of Thailand. Planners claim the 
land bridge could save East Asia’s major 
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oil importers up to $2 per barrel. 

Asia has long dreamed of an east-west 
shipping route that avoids passing 
through the congested and pirate-in- 
fested Strait of Malacca. But century-old 
plans to cut a canal through southern 
Thailand’s narrow Kra Isthmus have 
never materialized due to the prohibitive 
cost. Whether or not Thailand’s more 


+ modest land-bridge concept yields the full 


savings of a shorter sea journey, it will 
offer a more secure alternative to the 
Strait of Malacca. 

Oil security has become a top priority 
for China, Japan and South Korea in 
recent years. As a measure of this con- 
cern, Chinese President Hu Jintao 
recently commented that the “Malacca 
dilemma” is a key consideration for 
China’s long-term energy security. “Cer- 
tain powers [referring to the U.S.] have 
all along encroached on and tried to con- 
trol navigation through the strait,” Hu 
told a gathering of Communist Party 
leaders in December. 

Indeed, the state-owned Sinochem 
Corp.—China’s main oil importer—has 
signalled its willingness to invest in 
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Thailand’s energy land bridge, which 
promises to cut the journey for East Asia- 
bound oil from the Middle East by more 
than 1,000 kilometres. Sinochem, in a 
further sign of Chinese support for Thai- 
land’s energy aspirations, accounted for 
the lion’s share of transactions on the 
first day of business last month at the 
new Sriracha oil-trading centre. The cen- 
tre rang up almost $1 billion in contracts 
for 30.5 million barrels of crude and 
refined products. 

But some oil-company executives and 
industry analysts are sceptical. They dis- 
pute Thailand’s cost-cutting claims, and 
some also say that even if the plan pro- 
ceeds, there’s no guarantee that big inter- 
national oil traders would abandon Sin- 
gapore—East Asia’s long-established oil- 
shipping and trading centre—for the new 
Thai hub. The state-led scheme could also 
face local opposition: the planned new oil 
terminals are near major tourist resorts— 
Phuket in the Andaman Sea and Koh 
Samui in the Gulf of Thailand. 

“It’s a bit of a logistical challenge to 
schedule ships landing on both sides of 
the land bridge,” says Kurt Barrow, prin- 














Sources: Thai Ministry of Energy; Review research 


cipal at Purvin & Gertz, an energy-con- 
sulting firm in Singapore. “Time-wise, 
I’m not sure how much you'll really save. 
And fees on the pipeline could eat up 
the advantage of the freight costs.” 

There are also doubts about the com- 
mercial viability of the land bridge itself. 
“Basically, the transportation economics 
are not that good,” says Takasoe Hiroshi, 
a senior project manager at Japanese 
oil company Mitsui & Co. in Bangkok. 
“We have to see if they can improve this 
issue.” Adds Hajime Tashiro, a senior 
manager at Itochu Corp., another Japan- 
ese oil giant, “It depends on the terms 
and conditions. For now, it’s still not 
clear Thailand will have an advantage 
over Singapore.” 

Indeed, to succeed, Thailand will 
have to clear some big institutional hur- 
dles. Asia’s spot and future oil prices are 
determined in Singapore, which boasts 
one of the region's most advanced finan- 
cial and transparent legal systems, 
important tools for the risk-management 
functions big oil traders require. On 
the other hand, Thailand’s legal and 
financial systems often receive low >> 
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marks from foreign investors, due to lin- 
gering perceptions about poor trans- 
parency and weak bankruptcy and fore- 
closure laws. 

The sceptics don't bother Thailand, 
which, while eagerly courting foreign 
investors to help build the centrepiece 
land bridge, says it is committed to build- 
ing the infrastructure through domestic 
financing if necessary. “It’s not difficult 
for us,” Energy Minister Prommin Lert- 
suridej tells the REVIEW, citing the coun- 
try’s $41 billion stockpile of foreign-cur- 
rency reserves. He reckons the project will 
cost up to $700 million and take two years 
to complete. 

“We plan on becoming a regional 
energy-trading hub. We have a geo- 
graphical advantage over Singapore at 
the centre of Southeast Asia,” says Prom- 
min. He estimates the 22 million-25 mil- 
lion barrels of crude oil that East Asia 
imports every day will more than double 
by 2020, led by China’s growing appetite 
for fuel. “We aim to better connect Asia’s 
demand side with the Middle East’s sup- 
ply side.” 

East Asian countries currently pay up 
to $2 more per barrel than do European 
importers due to longer transport routes. 
Higher oil costs can weigh on the com- 
petitiveness of many Asian economies, 
and governments have long looked for 
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CONFIDENT: Energy Minister Prommin is not deterred by sceptics of Thailand’s energy plans 


ways to cut their energy-import bills. 
Still, it appears Thailand’s state-led 
plan, drafted by the Energy Ministry and 
approved in principle by the Thai cabi- 
net on September 2 last year, could receive 
some substantial private-sector help— 
most importantly from China. 
Sinochem signed a memorandum of 
understanding with Thailand last Octo- 
ber pledging its commitment to the 


ket.” According to Lu, Sinochem’'s sen- 
ior vice-president, Li Hui, has also recently 
lobbied Japanese and South Korean oil 
companies to invest in the project. 
Meanwhile, American oil giant Uno- 
cal on February 5 announced $400 mil- 
lion in investment plans with Thailand’s 
hub ambitions in mind. Unocal’s new 
investments are mainly earmarked to dou- 
ble the company’s Thailand-based oil pro- 


“ . . . 
We plan on becoming a regional energy-trading 
hub. We have a geographical advantage over 


Singapore” 


energy-hub plan. Sinochem also recently 
joined hands with PTT to operate an oil- 
and-gas-trading business, and the Chi- 
nese oil giant is in talks to take a 37.5% 
stake in Thai Oil, Thailand’s largest and 
heavily indebted oil refinery. 

“Our company is very, very interested 
in Thailand’s land bridge project,” says Lu 
Shijie, Sinochem’s chief representative in 
Bangkok, adding that senior executives in 
Beijing are now ironing out the details 
of their investment strategy. “Thailand’s 
energy-hub policy is along the same lines 
as our thinking. This represents a good 
opportunity for us to enter the Thai mar- 





PROMMIN LERTSURIDEJ, THAI ENERGY MINISTER 


duction to 40,000 barrels a day by mid- 
2005 and to build other new facilities. 

“Our investment plans support the 
Thai government's strategy to enhance 
energy self-reliance, and in the future 
become a new regional energy-trading and 
refining hub,” says Randy Howard, pres- 
ident of Unocal’s operations in Thailand. 
Howard adds that Unocal hasn't made any 
independent analysis of possible savings 
from using the land bridge, however. 

Other big Western oil companies have 
recently committed themselves to more 
business in Thailand. ExxonMobil estab- 
lished a new regional headquarters in 
Bangkok, and Shell suspended earlier 
plans to divest a large chunk of its 
Thailand-based oil-refinery assets. Neither 
ExxonMobil nor Shell, which both have 
major investments in Singapore, would 
comment on Thailand’s land-bridge plan. 

Japanese oil giants Itochu and Mit- 
sui are currently in on-again, off-again 
talks with the Thai government about 
investing in the land-bridge project, as 
are state-owned oil-producing compa- 
nies in Saudi Arabia, Oman and the 
United Arab Emirates, according to 
Energy Minister Prommin and Japanese 
oil-company executives. 

“It’s a viable plan that could have a big 
regional impact,” says Paworamon Suvar- 
natemee, an energy analyst at ING Bar- 
ings in Bangkok. “There's lots of demand, 
the geography is good, and the [Thai] gov- 
ernment is putting its weight behind it. 
That’s making people confident.” 

For Asia’s bigger net oil-importing 
economies, including China, Japan >> 
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The world needs more energy 3 
| and we're sharing ways to get it. 


Developing energy today requires the most advanced technology. Like the world’s first floating spar platform that lets 
us simultaneously drill and produce in deep water. Were sharing innovations like that with our partners. And 
helping them build the skills to use them. Because meeting energy needs, while developing people and opportunity, 
is how we put strong partnerships together. 


ChevronTexaco 


Turning partnership into energy.” 
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and South Korea, one attraction of the 
land-bridge plan is security. Almost 70% 
of East Asia’s oil travels through the Strait 
of Malacca, with more than 60,000 ships 
passing through the narrow waterway 
each year, three times more traffic than 
the Suez Canal and five times more than 
the Panama Canal. 

Growing concern about the security 
situation in Sumatra, where the Indone- 
sian government is battling to snuff out 
an insurgency in Aceh, along with old 
worries about piracy and new ones about 
possible seaborne terrorist attacks, are 
helping to push the Thai plan forward, 
according to some industry analysts. Last 
year, more than a quarter of the 445 major 
piracy incidents worldwide took place in 


Jimin Lai /AFP 


= 


Indonesian waters, some in the Strait of 
Malacca, according to the shipping indus- 
try’s International Maritime Bureau in 
Kuala Lumpur. 

“In recent years the Strait of Malacca 
hasn't been very safe,” says Sinochem's Lu. 
“We are looking for new channels to secure 
our oil supply. Thailand’s pipeline will be 
very important for our oil security.” 

So would more secure storage facili- 
ties for oil. China currently has only 20 
days’ worth of strategic oil reserves at 
home—a small stockpile compared to 
those held by other big Asian economies. 
Some security analysts and Western diplo- 
mats speculate that China has lingering 
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SECURITY CONCERNS: On guard at sea in the narrow Strait of Malacca 


fears that in a possible future conflict with 
the United States, American warships 
could easily blockade the narrow Strait of 
Malacca and starve Beijing of essential 
fuel imports. 

Thailand’s hub ambitions have, how- 
ever, stirred some diplomatic turbulence 
with the country Bangkok wants to sup- 
plant. Singapore’s ambassador to Thai- 
land, Chan Heng Wing, called on Prom- 
min in December to discuss the potential 
impact Thailand’s plan would have on 
Singapore’s oil-trading and transport busi- 
ness, according to officials at Thailand’s 
Energy Ministry. 

In 2002, Singapore was the nexus for 
$103 billion worth of physical oil trades 
and $96 billion in oil-related financial and 








derivative deals, making the island-state the 
third-largest oil-trading centre in the world 
after London and New York, according to 
Singapore government statistics. 

“We are both business-minded gov- 
ernments,” says Prommin, playing down 
the recent diplomatic exchange. “We 
understand each other.” Ambassador Chan 
maintains Singapore is “not concerned” by 
Thailand’s energy-hub ambitions, but 
notes that relevant authorities need to 
keep “a close eye” on developments. “If 
you build a major infrastructure project, 
it will change things,” the envoy says. 

Indeed, Singapore’s oil-trading and 
transport business may be vulnerable, say 


some analysts. Shell first established oil- 
refinery facilities in Singapore in 1961, 
and since then the island-state has relied 
heavily on its strategic geography for its 
competitive advantage. In some ways, the 
economics are not as compelling as they 
used to be, however. 

The analysts note, for instance, that Sin- 
gapore has lost lots of oil-refining business 
in recent years to lower-cost Asian com- 
petitors such as Malaysia. Also, Singapore's 
land is limited and prices are high, making 
expansion prohibitively expensive for big 
oil companies and downstream refiners 
and petrochemical producers. 


REGULATORY JOCKEYING 

Still, for the 56 international oil traders 
now based in Singapore to switch or diver- 
sify into Thailand, industry executives say 
Bangkok will need to match or improve 
upon the incentives now on offer in Sin- 
gapore. That, it appears, has already 
sparked some regulatory jockeying. 

Thai officials are now in the process 
of reducing Thailand’s corporate tax rate 
for offshore oil traders from 30% to 
10%—on a par with Singapore’s tariff. 
Singapore now has plans to lower its tar- 
iff to 5%, though Chan says the reduction 
is not in response to Thailand’s move. 

Singapore is also bidding to allay secu- 
rity concerns in the Strait of Malacca. 
For instance, Singapore’s government 
recently unveiled $840 million invest- 
ment plans for a global satellite-based 
ship-identification system, which will 
allow Singapore officials to track the sta- 
tus and location of shipments. In that_ 
direction, Singapore is aiming to chair a 
new 15-member anti-piracy information- 
sharing centre, which notably would com- 
prise big Asian fuel importers like China, 
Japan and South Korea. 

Meanwhile, freshly signed free-trade 
agreements with the U.S., Japan, Australia 
and New Zealand will give Singapore- 
based oil refineries privileged access to 
these important export markets, and Sin- 
gapore authorities have plans for building 
big new storage and petrochemical facil- 
ities, according to Singapore’s Chan. “We 
are trying to look two steps ahead,” he 
says. “We constantly need to re-jig our- 
selves to be more competitive.” = 

John McBeth in Jakarta contributed 
to this article 
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TO SEE WHERE DUBAI'S HEADED, 
TAKE A LOOK AT THE HORIZON. 





Dubai has taken just 30 years to reach income levels comparable with the world’s leading industrialised nations. Some say it’s 
because the city is perfectly positioned serving an area that contains a population of over 1.6 billion people with a net GDP in excess 
of $1.1 trillion. Others say Dubai's wealth lies in its natural resources. But it’s only once you've visited Dubai, and shared the vision 
of its people that you discover the true source of the city’s wealth. To know more visit www.dubaiexpect.com 
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NUCLEAR WEAPONS 


Spreading Fear 


The existence of a virtual nuclear-technology 
bazaar in Pakistan raises troubling questions 


By Murray Hiebert/WASHINGTON 


THE RAPIDLY WIDENING investigation of clandestine nuclear- 
technology shoppers, sellers, manufacturers and middlemen 
implicated in Pakistan's nuclear-trafficking network has set 
off a debate over whether existing safeguards are adequate. 

United States government officials argue that the con- 
fession of Abdul Qadeer Khan, credited with developing 
Pakistan’s nuclear bomb, and Libya’s recent decision to aban- 
don its quest for weapons of mass destruction mark key 
victories for global nonproliferation efforts. One senior U.S. 
official involved in nonproliferation policy, who asked not to 
be identified, describes the developments as “a huge success” 
for America’s intelligence community. “We have moved the 
Libyans over the past six weeks and the way the Khan network 
was handled was just a stunning success,” he says. 

Not to everyone. Nonproliferation specialists outside the 
U.S. government say revelations that companies from coun- 
tries friendly to the West such as Malaysia, Sri Lanka and Japan 
helped transfer nuclear technology to North Korea, Libya and 
Iran mark an ominous breakdown of the international com- 
munity’s ability to control nuclear proliferation. They argue 
that the latest revelations suggest an urgent revamping of the 
global nonproliferation architecture is necessary. 

David Albright, a former International Atomic Energy 
Agency inspector, says that the revelation of what was vir- 
tually a nuclear-technology bazaar in Pakistan is especially 
troubling. “We don't know what other transfers went unde- 
tected,” says Albright, who now heads up the Washington- 
based Institute for Science and International Security. “Did 
Burma buy? Did Syria really turn down offers? Did the 
Saudis get something?” 

Albright and other nonproliferation experts say the reve- 
lations about Pakistan’s nuclear-distribution network mean 
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ALLIES: The Pakistan people reacted angrily to charges that 
a key scientist was guilty of nuclear proliferation 


that the international community must implement more 
rigorous controls on nuclear-related sales. The “privatization 
and globalization of proliferation” require that the group of 
38 mostly developed countries that comprise the Nuclear Sup- 
pliers Group must be expanded, says Robert Einhorn, who was 
a senior nonproliferation official in the Clinton administra- 
tion. His point is that nuclear proliferation has grown beyond 
the original group of nations with nuclear technology. 

To illustrate the expanded problem, Einhorn notes recent 
revelations concerning a Malaysian company supplying cen- 
trifuge parts intended for Libya’s nuclear programme. (See 
Intelligence on page 8.) “When you have centrifuge compo- 
nents manufactured in Malaysia according to specifications 
provided by a Sri Lankan businessman who got his designs 
from Khan, then getting 38 countries to follow [nonprolifer- 
ation] controls isn't enough.” 

Einhorn says the international community will also have 
to develop new guidelines to control the proliferation of com- 
ponents that in the past seemed benign. “It’s impossible to 
have a control regime that can list every technology and piece 
of equipment of concern,” he says. “Now we find you have 
to be worried not just about major pieces of equipment, but 
about components of components of components.” 

Many officials in U.S. President George W. Bush's admin- 
istration agree, but they don't see much value in beefing up 
the multilateral nonproliferation system. “We're going to have 
to do a lot of this on our own,” says the senior official. 


OUTSIDE EXPERTS WONDER IF THE 
BUSH ADMINISTRATION’S PRAISE FOR 
MUSHARRAF IS MISPLACED 


Private nonproliferation experts also raise questions about 
the White House’s praise for Pakistan's President Pervez 
Musharraf for breaking up Khan's network. Leonard Spec- 
tor, a nonproliferation specialist at the Monterey Institute of 
International Studies, is suspicious that Musharraf and the 
Pakistani military may have “winked” at Khan's deal with 
North Korea, raising questions about where the Pakistani 
leader’s loyalties lie. “They’re not enemies,” Spector says of 
the Islamabad government, “but we don't know how friendly 
they really are [to the U.S.].” 

Analysts believe information from the Khan investiga- 
tion could help clarify the situation in North Korea, which in 
recent months has denied earlier, widespread reports that 
it admitted to U.S. officials in October 2002 that it had 
launched a uranium-enrichment project. The Khan investi- 
gation could “expose” the situation if North Korea has a 
uranium programme, says Einhorn. “With the Libya [reve- 
lations] and the Khan exposure, North Korea may come to - 
the conclusion that maintaining their nuclear programme 
may be more costly than they thought.” = 
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Taking Anger 
Out of Politics 


Gone is the bluster of former Premier Mahathir. 


Abdullah Ahmad Badawi’s political foes now must 


attack a leader who won’t rise to the bait 


By Leslie Lopez/KUALA LUMPUR 


MALAYSIA’S OPPOSITION PARTIES, which pursued a plat- 
form of reform against former Prime Minister Mahathir 
Mohamad’s often autocratic rule, are discovering that the con- 
sensual style of his successor, Abdullah Ahmad Badawi, pres- 
ents distinct political challenges as Malaysia gears up for elec- 
tions widely expected to be called before mid-year. 

“The dilemma for the opposition isn’t whether they 
can gain fresh ground,” says Khoo Boo Teik, a respected 
Malaysian political commentator and professor at the 
National Science University in Penang. “It’s more a ques- 
tion of whether they can hold on to gains they snatched in 
the last elections.” 

Brought together by a host of issues ranging from anger 
over the sacking and subsequent jailing of former Deputy 
Prime Minister Anwar Ibrahim to allegations of cronyism and 
corruption, Malaysia’s disparate opposition parties made a 
strong showing in the November 1999 polls. 


THE NICE GUY: 
Abdullah has 
been able to 
neutralize foes 
by being a 
difficult target 
to attack 
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That election also revealed a worrying trend in multi-reli- 
gious and multi-ethnic Malaysia. For the first time since the coun- 
try gained independence in 1957, the results showed that there 
was a growing feeling, particularly among the country’s ethnic 
Malays who comprise 60% of the population, that Islamic prin- 
ciples should have a greater role in government. 

To be sure, changes so far have been more cosmetic than 
fundamental. Anwar still languishes in prison, gripes over 
corruption in government and business remain, and support 
for the Islamic opposition Parti Islam Se Malaysia (Pas), 
appears to be intact, judging from the large crowds the party 
continues to attract for its many political programmes. 

But a change in leadership can make a huge difference, 
especially in Southeast Asia where politics is so personal- 
ized and the mere perception of change can have a real-world 
impact. Mahathir’s departure on October 31 after 22 years 
in power effectively robbed Malaysia's disparate opposition 
groups of the lightning rod that once brought them together. 
The former leader’s combative disposition, a penchant for 
costly infrastructure projects often awarded to politically well- 
connected companies, and his disregard for the independ- 
ence of institutions such as the judiciary provided the oppo- 
sition with ample anti-government campaign fodder. 

The Abdullah administration has craftily stolen the ini- 
tiative from the opposition. Abdullah has steered a new course 
by displaying a fresh commitment to programmes in rural 
areas where most Malays live and shelving one costly infra- 
structure project. In the process, the new premier has often 
appeared to be following a similar reform agenda to that 
pursued by the jailed Anwar and his supporters. At the same 
time, Abdullah's unquestioned devotion to Islam has helped 
to blunt the appeal of Pas clerics. 

Abdullah's promise to attack corruption has been partic- 
ularly savvy. It has endeared him to the commercially driven 
ethnic-Chinese community, who make up just over 27% >> 
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of the country’s population, and which has long played a decid- 
ing role in elections in Malaysia. “There is no denying, it is 
going to be very tough for us this time around,” concedes 
Ezam Mohamed, a senior official of the National Justice Party, 
or Keadilan. “There is no doubt that Abdullah has taken on 
some of our issues,” says Husam Musa, a Pas member of par- 
liament. “But the voters, especially the younger set, are sophis- 
ticated enough to see that he has made many promises, but 
in terms of delivery, he has very little to show.” 

That sentiment may be put to the test soon. The gov- 
ernment’s current five-year term expires in November, but 
many analysts and politicians believe that Abdullah is likely 
to call for a vote before May to capitalize on the feel-good 
sentiment that his premiership has generated among many 
Malaysians. 

While the ruling coalition, the National Front, won 148 
of the 193 seats at stake in the last election, that 1999 vote 
also exposed a serious weakness. The coalitions leading 
party, the United Malays National Organization, or Umno, 
saw a substantial erosion of support in the Malay heartland, 
an amalgamation of five northern and eastern states in 
Peninsular Malaysia. The biggest beneficiaries were Pas and, 
to a lesser extent, mostly ethnic-Malay Keadilan. Pas retained 
control of Kelantan state and won control of the oil-rich 
state of Terengganu. 





STILL JAILED: Anwar’s prison term remains a sticky problem 


Politicians from Pas and Keadilan acknowledge that they 
have no chance of winning outright power in Malaysia any 
time soon, largely because of the overwhelming non-Malay 
support for the National Front, especially among ethnic 
Chinese. But the opposition has a longer-term strategy in 
mind: to chip away at Umno's support among Malays and thus 
undermine the party’s standing as the dominant ethnic-Malay 
party and linchpin of the National Front. 

That is why some of the toughest skirmishes in the next 
elections will be fought in the Malay heartland. The outcome 
will determine the future of Abdullah's role as national leader 
and Umno president. Fresh gains for Pas and Keadilan in the 
next elections, or, worse still, the loss of another Umno-con- 
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trolled Malay state to the opposition, could prove devastating 
to Abdullal’s intra-party prestige. It could also invite an early 
challenge for the party's leadership when Umno holds its next 
triennial election, expected later this year. “He [Abdullah] can't 
afford to lose any ground” in the upcoming election, says an 
Umno division chief, who declined to be named. 


ABDULLAH HAS ANGERED KEY UMNO MEMBERS 
Even before the election, Abdullah's support within Umno 
is wobbly. Umno officials say that his recent decision to intro- 
duce competitive bidding in the award of government con- 
tracts hasn't gone down well with business people among 
Umno’s rank-and-file, long accustomed to receiving proj- 
ects and licences in return for political support. “The shak- 
ing-up that he is doing is rubbing the vested interests in Umno 
the wrong way, and they are waiting for him to trip,” says 
the Umno division chief. A senior minister from Umno com- 
ments: “Umno's biggest enemy is Umno itself.” 

Another prickly issue for Abdullah is the continued incar- 
ceration of Anwar, which the opposition intends to use as 
one of its key campaign themes. Anwar’s sacking and arrest 
in September 1998, his beating at the hands of the coun- 
try’s former police chief while in custody, and his long jail 
sentences for convictions on corruption and sexual-mis- 
conduct charges triggered deep divisions among many +» 
Malaysians, particularly Malays. 

Worse, allegations and countercharges prompted by 
Anwar’s trial stirred intense debate at home and abroad over 
the independence of Malaysia's institutions, particularly 
the police and the judiciary. Because many Malaysians 
believed Anwar’s contention that he was a victim of a con- 
spiracy engineered to prevent him from challenging Mahathir 
for power, the Anwar affair has come to symbolize the dark 
side of the Mahathir era. 

Three weeks ago, the issue resurfaced when a Malaysian 
court rejected Anwar’s application for bail pending his appeal 
against his conviction on sodomy charges, or for some form 
of parole to seek medical treatment overseas for injuries 
sustained during his 1998 beating. The court ruling, which | 
was criticized by opposition politicians, also drew a sharp 
response from the United States, which urged the Malaysian 
government to “ensure that justice is served and that respect 
for human rights is upheld in Anwar’s case.” 

Kuala Lumpur’s reluctance to allow Anwar to seek treat- 
ment abroad is partly a sign of concern over his residual polit- 
ical muscle, say opposition politicians. “If the Abdullah gov- 
ernment is serious about reform, it should do something over 
the Anwar issue. Keeping him in jail and denying him proper 
medical treatment is like giving him another black eye,” 
says Keadilan’s Ezam, referring to the widely publicized injury 
that Anwar received when he was beaten. 

Should the Anwar issue gather steam, some analysts sug- 
gest that Abdullah could counter the problem before the polls 
by granting the jailed politician permission to seek medical treat- 
ment overseas. Such a manoeuvre “would definitely hurt us,” | 
admits Ezam. “But between losing [in the elections] and getting 
Anwar the best treatment, I don’t mind losing.” = 
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OUT IN FRONT: 

The KMT’s Lien Chan 
(centre) after 
registering his 
candidacy on 
February 4, 

with his wife and 

his running mate, 
James Soong 


TAIWAN 


Losing Business 
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President Chen’s toughness toward China is eroding his support among Taiwan’s business 
g & pp g 
people, whose growing stake in the mainland may influence the way they vote 


THE LAST TIME Chen Shui-bian ran for Taiwans presidency, 
Chang Yung-fa was one of his most important business back- 
ers. A native Taiwanese, like Chen, the founder of shipping giant 
Evergreen Group was also a former client of the candidate, who 
had started his career as a lawyer. After Chen won the elec- 
tion in March 2000, he made Chang one of his advisers. 
Now, with Chen locked in a bruising battle for re-elec- 
tion, it is his opponent claiming Chang’s endorsement. After 
a meeting between the Evergreen chairman and Kuomintang 
presidential candidate Lien Chan earlier this month, a senior 
KMT official said Chang is backing Lien. Chang himself has 
remained silent in public, and an Evergreen spokesman says 
he hasnt yet endorsed anyone, but senior members of Chen's 
party are already acknowledging the matter as a setback. 
Chang’s apparent change of heart underscores a poten- 
tially costly weakness for Chen as he races to overcome a 
deficit in the polls ahead of the March 20 election. Chen has 
painted his tough stance toward China’s government, and 
his plans for an election-day referendum about China’s 
build-up of missiles across the Taiwan Strait, as a pop- 
ulist crusade to defend Taiwan's vibrant democracy against 
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By Jason Dean/TAIPEI 


Beijing's threatening claim to sovereignty over the island. 
But that confrontational approach has frustrated many Tai- 
wanese executives, and may be losing the president key sup- _ 
port in the influential business community. Taiwan compa- 
nies have invested up to $100 billion across the strait since 
the 1980s, and China now swallows more than a third of 
Taiwan's exports. Taiwans vaunted hi-tech manufacturers 
make a growing share of their products in China, while 
leading financial-services companies such as Chinatrust 
Financial Holding see China as key to their expansion. 
Gauging the views of Taiwan's business community with 
precision is impossible. Most executives play their politics close 
to the chest, for fear of upsetting Taiwan's government by back- 
ing the opposition, or of angering Beijing by backing Chen. In 
interviews with more than a dozen Taiwanese businessmen at 
various levels in recent months, however, many have com- 
plained that the Chen administration has moved too slowly 
to liberalize remaining restrictions on cross-strait business. 
Moreover, many say the president's political spats with Beijing 
have precluded progress toward ending a five-decade ban on 
direct flights and shipping between the two sides, mean- >> 
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ing the thousands of people who cross the strait each day must 
spend extra time and money travelling through Hong Kong or 
Macau. Indeed, privately, some executives say the president's 
support in the business community is slipping. “Chen has 
eroded much of the credibility with the business community 
that he accumulated in his career,” says the head of a Taiwan 
fund-management company who backs the KMT’s Lien. “I 
have talked to a number of businessmen who supported Chen 
in the past but are fed up now.” 


BIGGER STAKES 
Business votes are not Chen's biggest worry. After all, his 
Democratic Progressive Party, with its dissident roots, has 
always been more adept at grass-roots campaigning than 
courting capitalists. The KMT, which controlled Taiwan for 
nearly 50 years, has traditionally dominated the thinking in 
many of the island’s most important boardrooms. 
Nevertheless, the battle for the hearts and minds of Tai- 
wan’s commercial class carries stakes bigger than the votes of 
executives themselves. Business support can translate into 
campaign donations, and prominent businessmen can influ- 
ence their employees and the wider public. Take, for instance, 
a front-page advertisement in major Taiwanese newspapers 
last month showcasing a statement from Wang Yung-ching, 
founder and chairman of Formosa Plastics Group, Taiwan's 


WOOING CHINA-BASED EXECUTIVES 


biggest conglomerate. Wang, who wrote the preface for Chen's 
2000 autobiography, has since become a vocal detractor of the 
Chen administration's cross-strait stance. His statement, signed 
with two other prominent Taiwanese, was ostensibly aimed 
at both sides in the presidential race. But it was widely read 
as a swipe at Chen's China policy, calling on candidates to avoid 
“radical moves” and urging that Taiwan and China “must 
quickly build a peaceful, stable relationship.” 

However, Hong Chi-chang, a senior DPP legislator and 
chairman of the Taiwan Economy & Industry Association, says 
Chen's domestic economic policies have actually earned 
him more support from business. He points to successful 
infrastructure projects such as a new hi-tech park near the 
central city of Taichung, and to Chen's progress in fixing 
Taiwan's banks, which have disposed of about NT$z1 trillion 
($30 billion) in bad loans during his term. 

Indeed, Chen can still point to prominent business sup- 
porters, such as the chairman of Makoto Bank, a privately owned 
lender that issues credit cards branded with Chen's nickname, 
“A-Bian.” Eric Wu, a legislator who backs Chen, says some busi- 
ness people realize that economic ties with China shouldnt 
supersede issues such as national security. “Businessmen are 
always going to complain,” says Wu, who's also chairman of 
Taiwan Securities Group, a leading brokerage. “But in a democ- 
racy you have to take other factors into consideration.” = 


Normally an apolitical lot, Taiwanese 
executives based in China are likely to 
turn out for the island’s presidential 
election in greater numbers this year 
than before. But their role might not be 
as decisive as some are expecting. 

At first glance, the numbers are 
huge. But they get smaller the closer 
one looks. After a rapid increase in 
recent years, about 1 million of Tai- 
wan’s 23 million people now reside in 
China, according to Taiwan’s Mainland 
Affairs Council. Of that, about 500,000 
are thought to be Taiwanese execu- 
tives, or Taishang, the rest being family 
members, students and others. The 
Taiwan government estimates that 
about 300,000 eligible voters are living 
full-time across the Taiwan Strait, and 
one senior official estimates that only a 
third of those will return to cast ballots. 

The Kuomintang-led opposition has 
been energetically wooing potential 
Taishang voters, setting up a special 
committee to help bring them back for 
the March 20 ballot. KMT officials 
believe that most Taishang in China are 
frustrated by President Chen Shui- 
bian’s tussles with Beijing. They argue 


that the KMT will be better able to end a 
costly and inconvenient ban on direct 
cross-strait flights and shipping, some- 
thing the president has failed to do. But 
Chen is hardly conceding the Taishang 
vote. He hosted a dinner for China- 
based executives last month, at which 
he pledged to expand “mini-inks” that 
allow limited cross-strait transit through 
islands that Taiwan controls near the 
Chinese coast. 

Leaders of the Taiwanese business 
community in China say many more 
people will go home for the election 
than went in 2000—there are many 
more Taishang now, anyway, and a lot of 
companies are encouraging employees 
to vote. But there are limits to how 
many people can go. Given the number 
of seats on flights to Taiwan from Hong 
Kong and Macau-the main transit 
points for cross-strait travel—plus the 
500 or so spaces a day for travel via the 
mini-links, only about 22,000 people 
can return to Taiwan each day. So even 
if China-based employers give their 
workers a week off for the election, less 
than 160,000 would be able to go. 

Moreover, even if those flights carry 
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COME HOME TO VOTE: KMT election rally 


only people intending to vote, they 
won't all side with the KMT. Chang Jung- 
kung, director of the KMT’s department 
of mainland affairs, estimates that 70%- 
80% of the Taishang support his party. 
In other words, the KMT-led ticket 
could, if lucky, win something like 
90,000 votes from returning Taishang. 
In a close race, that’s nothing to sneeze 
at, but it’s also less than 1% of the 
roughly 10 million Taiwanese expected 
to cast a ballot next month. 

Chang acknowledges those limita- 
tions, but says that Taishang could also 
influence others. “We hope they will tell 
their relatives here how important it is 
to vote for us.” Jason Dean 





By Marcus Noland 


The writer is a senior fellow at the Institute for 
International Economics in Washington, and author 
of the recently published Korea After Kim Jong II 


North Koreans are justly proud of their acrobats who entertain 
visiting dignitaries. After hesitating for nearly a decade, the 
Dear Leader himself, Kim Jong II, has begun edging unsteadily 
onto the high wire. The questions are whether he will fall, and 
if he does, will there be anyone to catch him? 

Economic reforms are enabling an upsurge in small-scale 
economic activity while at the same time deepening social dif- 
ferentiation and creating a new class of urban poor. A “military- 
first” ideological campaign, emphasizing modernization, has 


_ been introduced to legitimate these changes and justify aban- 


doning traditional socialist practices. As government officials 
are laid off and the military is elevated above the proletariat in 
the political pantheon, entrepreneurs and officers have replaced 
bureaucrats and cadres as preferred sons-in-law. 

These changes may ultimately prove destabilizing, though 
the regime can draw upon considerable assets: two generations 
of political indoctrination without parallel, a monopoly on social 
organization and a massive apparatus for internal control. Yet 
even if Kim is able to use these tools to maintain his balance, the 
reform initiative is unlikely to come to fruition as long as the 
country remains a pariah, subject to diplomatic sanctions. Recent 
statistical modelling work suggests that economic performance, 
and, by extension, North Korea’s external relations, have a crit- 
ical impact on regime stability. It’s hard to imagine Kim suc- 


-cessfully traversing the rope if foreigners are shaking it. 


North Korea’s reform initiative is unlikely to 


come to fruition as long as the country remains a 


pariah, subject to diplomatic sanctions yy 


The six-party talks, scheduled to restart later this month, 
on the North's nuclear programme are central in this regard. 
In the short term, Pyongyang’s brinkmanship and Ameri- 
can election-year timidity could reduce the talks to theatri- 
cal sound and fury, signifying nothing. But even if the 
participants behave like angels, there are ample grounds for 
scepticism. North Korea regards its nuclear deterrent as crit- 
ical to its survival and is unlikely to negotiate it away eas- 
ily. Even recent pro-engagement visitors to Pyongyang have 
labelled the North Korean “words for resources” stance as a 
nonstarter. And having been burned once, America is likely 
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to insist on a very rigorous verification regime. 

Countries that have surrendered nuclear 
weapons or eliminated nuclear-weapon develop- 
ment programmes usually have done so in the con- 
text of a broader political regime change, often 
involving a newly empowered democratic regime 
asserting control over its own military. Libya’s recent 
decision to terminate its nuclear programme is 
interesting precisely because it deviates from this 
pattern, instead highlighting its fears of external 
pressure and the country’s own effort to come in 
from the cold, resolve outstanding diplomatic issues 
and gain international acceptance. Regrettably, in 
reaction to Moamar Qaddafi's call for North Korea 
to emulate Libya, Pyongyang responded that, “This 
is the folly of imbeciles . . . To expect any ‘change’ 
from the DPRK stand is as foolish as expecting a 
shower from the clear sky.” 

Yet even if one doubts the prospects of elimi- 
nating the North's nuclear programme through 
negotiation, earnest and sincere American par- 
ticipation in the talks is a necessary precursor for 
stiffer measures further down the line. 

Coercive diplomacy can work only if Kim is 
deprived of his safety net, and the Bush adminis- 
tration has made little headway with those who hold 
it. There is no consensus in South Korea about what 
to do with respect to the North, and unless the elec- 
torate shifts strongly towards the opposition in 
the upcoming national assembly elections, Seoul 
will try to catch Kim if he falls. 

China is weary of Kim's stalling, but is as yet 
unwilling to drop the net. It fears a flood of North 
Korean refugees upsetting the ethnic politics of its 
border provinces and the possibility of American 
troops north of the 38th parallel in a unified Korea. 
To secure Chinese cooperation, America will have 
to offer assurances about the disposition of its troops 
and a credible system of permanent refugee reset- 
tlement to mollify China’s political concerns. Pro- 
posed legislation making it easier for North Kore- 
ans to gain asylum in the United States is a start, but 
to convince Beijing, it will take money for tempo- 
rary refugee resettlement camps, not just minor 
immigration-law changes. Unfortunately, the Bush 
administration at its outset regarded China as a 
strategic competitor and was unwilling to pursue 
such cooperation, and now with Iraq on its hands, 
lacks the political capital to do so. 

So as Washington sways the rope, Seoul and 
Beijing look apprehensively skyward as a short, 
tubby man dances through the air. = 
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| China Briefing | 








Beijing Curbs Lending to 
Hot Sectors 


Premier Wen Jiabao ordered a tightening of lending, 
warning that investment growth was “excessively 
fast-paced” last year and needed to be reined in. The 
China Daily quoted Wen as telling senior financial 
officials at an annual meeting that many industrial 
projects were “excessive,” “unhealthy” and “unreason- 
able.” Wen’s intervention followed the government’ s 
ordering of local authorities to report incidents of 
overinvestment in their regions and calling for con- 
certed efforts to curb investment in hot sectors such 
as steel, aluminium and cement. China’s official 
9.1% economic growth in 2003, the highest for a 
major country, drove huge rises in demand for raw 
materials. China, for example, consumes a third of 
the world’s output of coal and rolled steel. In another 
move, the banking watchdog said it would investigate 
OVERHEATING: A worker at Baosteel loans extended to the 
steel, aluminum, 
cement, property and 
car-manufacturing 
sectors. The central 
bank has said the four 
big state-owned banks 
last year issued $157 
billion in loans, equiv- 
; alent to 11% of GDP. 





CHINA HEARS AND IGNORES G-7 ON CURRENCY 
China joined other Asian countries in rejecting a call by the Group of Seven 
leading industrialized countries to let their currencies rise against the U.S. 
dollar. China’s central bank strongly denied the latest of a series of reports 
that it would alter the renminbi’s peg to the dollar in the next few months. 
The denial was reinforced days later by Premier Wen Jiabao, who said China 
has no plans to revalue its currency. “We will gradually perfect the renminbi 
exchange-rate formation mechanism and maintain the basic stability of the 
renminbi at a reasonable and balanced level,” Wen said. The G-7’s call for 
currency flexibility from economies “that lack such flexibility” was seen 

as chiefly aimed at China, which pegs the renminbi to a tight trading band to 
the dollar. Some analysts say that despite the denials Beijing is likely to 
widen the band or re-peg the renminbi to a basket of currencies. 
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BP sold its 2.1% stake in 
China’s Sinopec in a share 
placement worth some 
$744 million after ditching 
its 2% position in China’s 
biggest oil firm, 
PetroChina, for $1.66 
billion in January. BP’s 
share sale revived specu- 
lation that other global 
players might cash in their 
lucrative China holdings. 


RAILWAY 


China plans a “massive 
border railway” along its 
borders with Russia and 
North Korea to connect 
inland areas of the region 
with the world. The 1,380- 
kilometre line “will provide 
a golden transportation 
passage from... the 
nation’s old industrial 
heartland,” said the 

China Daily, which gave a 
15-year time-frame. 


TIBET 


Authorities rejected 
criticism of their treat- 
ment of a Tibetan Bud- 
dhist monk convicted for 
bomb blasts, saying he 
was prosecuted according 
to the law. New York- 
based Human Rights 





A STAMPEDE KILLED 37 
people in a suburb of Beij 
when festival-goers hearc 
rumours of a fireworks 
show and crowded onto é 
metal bridge for a better 
view. The accident took 
place on the last night of. 
the Lunar New Year holidi 
at a festival in a park in 
Miyun County that attract 
30,000 people, officials 
said. One spectator trippe 
on the steep steps, trigge 
ing a chain reaction that | 
to a crush and then the 
stampede, reports said. 


Watch called for the 

release of Tenzin Deleg 
Rinpoche, who received a 
suspended death sen- 
tence in 2002 for + 
allegedly seeking Tibetan 
independence and taking 
part in bombings. 


CORRUPTION 


China Minsheng Banking 
said a former manager of 
a Beijing branch was 
sentenced to a 20-year 
jail term for extending 18 
million renminbi ($2.1 
million) in illegal loans and 
appropriating another 
51.6 million renminbi. The 
Beijing-based bank plans 
an overseas initial public 
offering that is expected 
to raise $1 billion. 
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OLYMPICS 


Organizers of the 2008 
Olympics in China 
launched a worldwide 
search for people who 
can help them build state- 
of-the-art sports venues 
for the Beijing games, 
state media reported. 
The State General Admin- 
istration of Sports 
expects construction of 
20 competition and 33 
training venues, and 
renovation of six existing 
sites, to cost 3.8 billion 
renminbi ($460 million), 
the official Xinhua news 
agency reported. 


UNITED STATES 


In their first such meet- 
ing since December 2002 
and in a sign of improving 
military ties, U.S. and 
Chinese officials held a 
round of high-level 
defence talks in Beijing. 
Douglas Feith, a U.S. 
undersecretary of 
defence, and Xiong 
Guangkai, deputy chief of 
general staff of the 
People’s Liberation Army, 
led the delegations. 


BRITAIN 


Police said 19 Chinese 
shellfish pickers were 
~ killed when fast-moving 
tides overwhelmed them 
as they worked at night 
in Morecambe Bay in 
northern England. 
Officials said the workers 
were probably victims of 
organized traffickers who 
smuggle migrants into 








Reuters 


Britain to exploit them as 
cheap labour. Police said 
members of such work 
gangs were paid $1.80 
for a nine-hour shift. 


HONG KONG 


Donald Tsang, Hong 
Kong’s No. 2 official, 
attended talks in Beijing 
over possible political 
reforms for the territory 
amid signs the mainland 
wants to go slow on the 
issue. Tsang met the 
deputy director of the 
State Council’s Hong 
Kong and Macau Affairs 
Office and government 
legal experts. 
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China’s central bank 
governor said banks in 
Hong Kong can take 
renminbi deposits for 
personal spending from 
February 25. It will be the 
first time banks outside 
the mainland may deal in 
the Chinese currency. 
Hong Kong’s banking 
regulator told local banks 
to step up precautions 
against money laundering 
ahead of the change. 


TRAGEDY: Bags of cockles left at Morecambe Bay 





LISTENING TO BEIJING: Donald Tsang 


BUSINESS DIGEST 





HONG KONG GROWTH FORECASTS RAISED 
United States investment banks Merrill Lynch and Citigroup raised 
economic growth forecasts for Hong Kong this year. Merrill Lynch 
lifted its 2004 GDP forecast for Hong Kong to 7.8% from 6.3%. 
Merrill Lynch said the major drivers were “a rebound in private 
consumption, robust export growth and an upswing in tourism.” Mer- 
rill’s upgrade followed Citigroup's raising of its 2004 Hong Kong GDP 
forecast to 6.5% from 5.8%. The government said retail sales rose in 
December at their fastest pace since January last year. 


CITIBANK-SHANGHAI BANK CREDIT CARD 
Citigroup’s Citibank and a Shanghai bank unveiled a foreign-branded 
credit card. The tie-up with Shanghai Pudong Development Bank 
gives Citibank the chance to have its brand name distributed nation- 
ally. The cards are issued by Pudong Development Bank and have 
the Citibank logo. Citibank and Shanghai Pudong Development said 
their target customers were people with annual incomes of more 
than 50,000 renminbi ($6,000). The cards will initially be available 
only to Shanghai residents, but can be used at home and over- 
seas. Some 570 million bank cards have been issued in China, but 
almost all are debit cards. At least two local banks offer similar, 
domestically branded credit cards. HSBC Holdings in January started 
issuing a foreign-currency credit card with Bank of Shanghai. 


HIGHER TAXES SEEN FOR FOREIGN FIRMS 

A top official said that the government was preparing to stimulate 
investment by cutting taxes for domestic companies and by simpli- 
fying the tax code. But the plan would also lead to an increase in 
the taxes that foreign-invested companies pay because much of their 
preferential tax treatment would be abolished. Deputy Finance 
Minister Lou Jiwei told The Asian Wall Street Journal that by the 
time the plan is fully implemented in two years or so, depending on 
approval from Chinese lawmakers, the new tax rate for all foreign and 
domestic companies would be “in the range of 24% to 28%.” 


FOREIGN BANKS CAN EXPAND OPERATIONS 
Gradually opening up the banking market in line with China’s World 
Trade Organization commitments, regulators cleared four foreign 
banking giants to conduct renminbi-denominated business with 
domestic firms. Citigroup's Citibank, Hongkong and Shanghai Bank- 
ing Corp., Hong Kong-based Bank of East Asia and Japan’s Mizuho 
Financial Group would be allowed to undertake such business in 
13 cities, a China Banking Regulatory Commission official said. 
The 13 cities opened to the four banks include Shanghai, Shenzhen, 
Tianjin, Dalian, Guangzhou, Fuzhou and Chongqing. 


CHINA’S FIRST PRIVATE AIRLINE APPROVED 
Chinese regulators gave preliminary approval to plans for a private 
airline to set up in the southwestern city of Chengdu. The official 
Xinhua news agency said it would be “China’s first private airline.” 
Staff at Guangdong Yinglian (Eagle) Telecommunications confirmed 
that the company planned to set up an airline based in Chengdu, 
capital of Sichuan province. China Business Times said it would begin 
low-cost services this year linking western China with Shanghai. 












Elsewhere in the Review: i 
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Lost Jobs: Playing 
The Election Game 


At the start of the presidential election year in the United States, the REVIEW checks on 
how the loss of U.S. manufacturing jobs to China is playing at ground level in South Carolina. 
It’s certainly an issue, but most voters don't appear to be rallying to it as a cause 
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REPUBLICAN PARTY SEN. Lindsey Gra- 
ham is railing against China. “We lost 
41,000 jobs in South Carolina last year,” 
charges the state’s junior senator at a pub- 
lic hearing in the state capital, Columbia. 
“It’s not because we're lazy. It’s not 
because we’re dumb.” Rather, he says, 
part of the reason is that China isn't play- 
ing by the rules of the global trading 
system. It subsidizes its industries; its 
state-owned banking system gives com- 
panies loans that aren't expected to be paid 
back; and it manipulates its currency to 
keep the price of its exports artificially low, 
he charges, making it impossible for 
American manufacturers to compete. 
“If you lose your willingness to fight 
communist dictatorships when they cheat,” 
he later says out in the hall, “then you're 
going to wake up one day and youre going 
to slowly but surely lose your way of life.” 





Make no mistake, dwindling employ- 
ment rolls are very much on the minds of 
the people of South Carolina this election 
year. With more than 2 million jobs lost 
from the United States’ economy since 
President George W. Bush took office, 
unemployment is shaping up to be a potent 
election issue across the country. And 
South Carolina stands out because it has 
the grim distinction of having lost a greater 
proportion of its manufacturing jobs in the 
past three years—65,300, or nearly 20% of 
its total manufacturing workforce—than 
any other state in the country. 

If the heated rhetoric of this election 
season succeeds in creating a consensus 
about where to assign blame for America’s 
job losses, it could lead to changes in how 
the U.S. does business. And some lay the 
blame squarely on China. Unlike such 
low-cost manufacturing rivals as Mexico 
and India, critics like Graham contend, 
China isn't just competing with U.S. man- 
ufacturers, it’s downright cheating. 

Yet spectators are sparse at the 
public hearing of the congressionally 
appointed U.S.-China Economic and 
Security Review Commission on the 
impact of China on U.S. manufacturing. 
Despite plenty of publicity, including a 
prominently placed article about the 
hearing the day before in Columbia’s 
principal newspaper, The State, the audi- 
ence for Graham's testimony is just 26 
people, many of them industry repre- 
sentatives due to testify themselves later 
in the day-long proceedings. By 2 p.m., 
just 13 spectators are left, suggesting that 
the South Carolinian public does not yet 
share the passion of those at the hearing 
for finger-pointing at China. 

Across town on the same day as the 
China hearing, Democratic presidential 
candidates are fielding questions from 
pre-selected members of the public at a 
packed forum, and the movement of jobs 
from South Carolina to lower-wage 
economies overseas comes up repeatedly. 
The candidates blame Bush's economic 
policies. They blame tax incentives that 
encourage companies to move production 
offshore, and corporate leaders who take 
advantage of those incentives. Some 
blame what they say are poorly negotiated 


LOUD AND CLEAR: Sen. John Edwards gets 
the message in South Carolina 


THE CHINA CARD IN 
AN ELECTION YEAR 
Main claims by U.S. critics 


of China in the row over 
the job drain include: 


e China is stealing U.S. jobs 


e China supports failing 
industries through loans 
from state-owned banks 


e With the renminbi pegged 
to the dollar, Beijing 
manipulates export prices 





trade agreements that do not require U.S. 
partners to meet the same labour and envi- 
ronmental standards that the U.S. requires 
of its companies. But strikingly, not one 
candidate specifically mentions China. 
Neither do any of the questioners. 

“We are so focused on free trade, 
there’s no fair trade any more. And that’s 
why jobs are leaving. We have to change 
that,” Sen. John Edwards of North Car- 
olina told the January 30 forum. “... We 
have to change our other trade agreements 
to make sure that they, in fact, put us on 
a more level playing field so that we can 
keep jobs here in this country.” Four days 
later, Edwards beat Democratic presiden- 
tial front-runner Sen. John Kerry in the 
nomination race in South Carolina. 

Mellisa Mathis is in the crowd spilling 
out of the auditorium after the forum. A 
36-year-old Columbia social worker who 
sees the social consequences of unem- 
ployment up close, she says she doesn't 
hear those around her blaming China or 
Mexico or anyone else for job losses. “The 
only thing people know is that they don't 
have their jobs. That’s all they know,” she 
says. “Regardless who is taking it [their 
job], no one in their community has it, 
so that’s the issue for them. Regardless 
of whether it is going to Asia or another 
country, the job is taken from South Car- 
olina, a job that had been depended on for 
maybe two or three generations.” 

The next-day, in the foyer of her 
churchthe Bible Way Church of Atlas 
Road=on the outskirts of Columbia, 
MariaJohnican, 31, says she has had >> 
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CHINESE FIRM HITS A GLASS CEILING IN SOUTH CAROLINA 


Chinese companies might follow. The state’s governor, Mark 
Sanford, visited Beijing in October to lobby Chinese leaders to buy 
South Carolina’s products and invest in the state. But the tale of 
Fuyao, the first Chinese firm to establish a toehold in South 
Carolina, shows the challenge for the state in persuading Chinese 
companies that manufacturing here makes economic sense. 
South Carolina Greenville Glass Industries’ general manager, Steven Tso, the 
hopes to create 33-year-old son of Fuyao’s founder, Cao Dewang, says Fuyao 
jobs by attracting became interested in investing in the U.S. when a client pointed 
foreign employ- out that in America “there were a lot of cars.” Fuyao, which sells 
ers, including glass that U.S. car-glass installation shops use to replace dam- 
from China aged or broken windscreens, settled on South Carolina after 


When Fuyao Glass Industry Group of Fujian, China, came to 
South Carolina in 1995, it planned a medium-sized factory 
employing 100-150 people producing car windscreens. Fuyao, 
China’s largest maker of replacement glass for cars, built the 
factory, but then got cold feet about going ahead with 
production. Today, its United States 
subsidiary, Greenville Glass Industries, 
is reduced to a sales office in leased 
space in a low-rise office complex off a 
quiet Greenville road. 

With traditional industries such as 
textiles and steel reeling from an influx 


of low-priced imports from China and 


other low-wage economies, one of the ways that South Carolina’s 
state government hopes to create new jobs is by attracting 
foreign employers. It has had success with that strategy in the 
past. Big foreign employers in South Carolina include France’s 
Michelin Group, Germany's BMW, Italy’s Pirelli and Japan’s Fuji 
Photo Film. In 2001, the last year for which figures are available, 
South Carolina had a greater proportion of its private-industry 
workforce employed by foreign-affiliated companies, 8.8%, than 


any other state except Hawaii. 


Now one of the countries South Carolina is courting for future 
investment is China. In 2001, one of China’s best-known compa- 
nies, Haier Group, began producing refrigerators at a $45 million 
factory in Camden, South Carolina, raising hopes that other 
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“a hard time” in the South Carolina econ- 
omy since moving with her young family 
from Atlanta. That’s why, though she has 
a degree, she has returned to school to 
train as a nurse. But talking about the loss 
of jobs from South Carolina to other 
economies, she too says: “I don't blame 
any particular country, I really don't... I 
think 9/11 hurt everyone.” 

And reflecting the complexity of the 
jobs debate with voters, Johnican says the 
biggest issue for her in the election is not 
jobs, but religion: “Religion being thrown 
out of America, pretty much. The move 
toward secularism.” Although her pas- 
tor has just endorsed Edwards, who is 
attending the service, she says she will 
vote for Bush. Why? Because “he openly 
says he believes in God,” and “he stands 
up against things such as same-sex mar- 
riages, which I am opposed to.” Jobs lost 
to foreign countries is a concern, she says, 
“but because I am very religious, I believe 
God will provide for me.” 

If people like Graham do manage to 
create a consensus for pinning at least 
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learning about its favourable tax policies and cheap land. Fuyao 


also liked the state government's policy of offering free help to 
companies to find and train staff. 

“Those intangible costs that a lot of people don’t think about— 
the power, the land—are things we have to put out front,” for 
Chinese companies, says Clarke Thompson, director of interna- 
tional trade for the South Carolina Department of Commerce. 
“Chinese companies have problems when they start seeing that 
they’ll have to pay their employees $12 an hour vs. far less in 


China . . . But there are so many other things that go into it that 
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some of the blame on China’s alleged 
cheating, the terms of U.S.-China trade 
could change in dramatic ways. He and a 
Democratic colleague, New York Sen. 
Charles Schumer, are sponsoring legis- 
lation demanding that China float its cur- 


WHO’S OUT NEXT? Workers build a turbine at a General Electric plant in South Carolina 


we have to emphasize.” Electricity in South Carolina costs about a 
third of the price in China, and is more reliable, notes Thompson’s 
colleague, John Ling. South Carolina’s land costs are a tenth or 
less of China’s. Those cost savings come on top of the obvious 





rency, which is pegged to the dollar, within 
six months or face tariffs of 27.5% ona 
long list of its exports to the U.S. Gra- 
ham acknowledges that some respected 
economists think the renminbi might, 
in fact depreciate, rather than appreciate, 
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advantages of lower shipping costs and faster delivery times. 

For Fuyao, however, labour costs still ended up as a deal 
breaker. After pouring $8 million into building the factory, and 

__ after hiring more than 10 employees, Tso says, Fuyao decided 
that “the cost of labour was too high and output per hour was too 
low” to make production viable in South Carolina. 

: So in 1998, Fuyao converted the factory building into a 
warehouse. The parent company in China shipped glass to the 
warehouse in Greenville, where a couple of dozen locally hired 
employees repackaged it for onward shipment to U.S. clients. Yet 
labour costs were still too high, Tso says, and the U.S. workers 
too often scratched or broke the glass, adding to Fuyao’s 
expenses. Finally, in 2001, Fuyao sold the warehouse to an Israeli 


HOPES: Cao Dewang meets South Carolina’s then-governor in 1995 
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company and downsized to the 12-person sales office. 

Tso says the movement of jobs to China is simply the 
natural functioning of the global market. “These kinds of 
industries [textiles] can’t survive in places like this, where 
salaries are so high,” he says. “They’re sunset industries. To 
have sunset industries move to other places is natural in a 
global economy. You go wherever the costs are cheapest... In 
China, costs are rising too. Then what? Then everyone will look 
for another place, a third country.” 

He says manufacturing in the U.S. may make sense for Chi- 
nese companies in other industries, and is willing to believe that 
Haier is one of them. (A recent article in The New York Times 
questioned whether Haier’s motivation for its South Carolina 
investment might be more political than economic.) In his indus- 
try, though, Tso says Fuyao is having a tough time these days 
making money in the U.S. even with its production in low-wage 
China. Ironically, Tso blames fellow Chinese companies that, he f 
says, saw Fuyao’s success in grabbing U.S. market share and j 
crowded in after it, “making a mess of the market,” and forcing all { 

| 






producers to cut prices. (Tso says Fuyao’s products account for 
11% of the U.S. replacement car-glass market.) | 
Yet Fuyao is also paying for its decision not to manufacture in d 
the U.S. In 2002, a group of U.S. car-glass makers won an anti- pi 
dumping petition to the Commerce Department charging that a 
Chinese makers of replacement windscreens, including Fuyao, 
sold their products in the U.S. at “less than fair value.” If the glass 
Fuyao sold in the U.S. was made in the U.S., it would not have 
been vulnerable to such a charge. The government punished 
Fuyao by imposing an 11.8% punitive tariff on its exports to the 
U.S., retroactive to 1998. At the Chinese glass makers’ request, 
the Commerce Department is now reviewing its 2002 decision, 
with a preliminary ruling due by February 29. Tso says he is 
confident that Fuyao will be vindicated. Susan V. Lawrence 
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if floated, making Chinese exports to the 
U.S. even cheaper. But he says: “I’m of the 
opinion that this action is better than no 
action . . . Taking a manoeuvre that results 
in more damage can be corrected. But 
doing nothing is our current policy and the 
results are in.” He says he intends to make 
the tariff proposal a rider on an anti-gay- 
- marriage bill. 

Graham's Democratic colleague, the 
senior senator from South Carolina, Fritz 
Hollings, tells the hearing that he lays the 
blame for the loss of jobs to overseas 
economies squarely on the U.S. itself. 
As an illustration, he lays into the U.S. 
Department of Commerce for taking part 
in a seminar in New York that offered 
advice to U.S. companies on how to out- 
source manufacturing to China. “I am on 
the Commerce Committee, [and] here’s 


my Commerce Department using my tax 
money to get rid of the jobs when I’m try- 
ing to create [them],” he fumes. 

Hollings’ proposals could change the 
way the U.S. does business with the world, 
too. He wants the creation of a new post in 
the Justice Department: assistant attorney- 
general for international trade fraud. He 
envisions the holder prosecuting intellec- 
tual-property violations (a particularly large 
problem in China), false declarations of 
customs value, fake country-of-origin 
labelling and other kinds of fraud, and thus 
protecting U.S. workers from the pressures 
of unfair trade. Hollings has introduced a 
bill that would cut the corporate tax rate by 
3.5 percentage points for companies that 
produce entirely in America, and 1.75 per- 
centage points for companies that keep half 
their production there. 


“We are so focused on free trade, there’s no fair 
. . 39 
trade any more. And that’s why jobs are leaving 
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SEN. JOHN EDWARDS, NORTH CAROLINA 


Both men are under pressure from a 
coalition of textile-industry leaders who 
demand that the government keep quo- 
tas on Chinese textiles “until China’s 
unfair trade practices are eliminated.” 
U.S. textile quotas are scheduled to be 
fully phased out on January 1, 2005. Come 
election day in November, the industry 
promises to mobilize its 650,000 remain- 
ing workers to support candidates who 
back quotas and oppose those who do not. 

But the jobs haven't just gone to 
China, of course. They went to Mexico, 
Cambodia, India as well as other lower- 
wage economies, too. 

Graham struggles to respond to that 
global move, rather than just China. “I 
can't complain about that,” he says about 
work flowing to India. “If you can show 
me where India as a nation is cheating, 
I will certainly listen to you. But the 
dynamic of outsourcing because of 
cheaper labour, higher quality labour, 
is something we are just going to have 
to address through making our labour 
markets more affordable.” = 
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CLINICAL TRIALS 


Increasing 
Doses in India 


Pharmaceutical companies have discovered a new laboratory for testing 
drugs: Disease-rife India has plenty of patients and low costs. But 
ensuring proper patient safeguards are in place is a challenge 


By Joanna Slater/BANGALORE AND MUMBAI 


JUST OUTSIDE Bangalore, along a road 
dotted with software and biotechnology 
firms, Dr. A.S. Arvind checks his e-mail 
and sees another kind of opportunity for 
India. It’s a message from a United States- 
based drug firm asking for a presentation 
on the capabilities of Clinigene, the four- 
year-old clinical-trial company that he 
heads. “Not a day goes by where I don't 
receive an e-mail” from Western pharma- 
ceutical companies, he says. 

Foreign drug companies are eyeing 
India for a new form of outsourcing: con- 
ducting clinical trials on its huge pool of 
patients. India holds immense appeal for 
such firms as they grapple with mount- 
ing pressure to reduce their research-and- 
development costs. 

Performing clinical trials here is not 
only cheaper, but perhaps more impor- 
tantly for a pharmaceutical company, it 
can be much faster. Shaving even a few 
weeks off the time it takes to develop a 
drug can mean millions of dollars in sales 
to a drug company. 

Of course, other issues remain. While 
India has as many as 500,000 physicians, 
only a small fraction of them have the 
expertise to supervise clinical trials accord- 
ing to globally recognized standards, say 
medical experts. And the ethics commit- 
tees at Indian hospitals that approve drug 
trials can leave something to be desired, 
they say. 
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Also, to prevent the perception that its 
population is being used as guinea pigs, 
India doesn't allow companies to conduct 
the very first phase of clinical studies here 
if the drug was developed abroad. 

Nevertheless, for the subsequent, 
much larger trials, India is increasingly on 
the radar screen of pharmaceutical firms, 
says Kenneth Kaitin, director of the Tufts 
Centre for the Study of Drug Development 
in Boston. Its advantages include lower 
costs, English-speaking physicians and 
nurses, and a large population of potential 
patients, he says. 

The result is a small but fast-growing 
new industry composed of local clinical- 
research firms like Clinigene, international 
research organizations such as U.S.-based 
Quintiles and Neeman Medical Interna- 
tional, and the Indian subsidiaries of phar- 
maceutical giants like Pfizer and Eli Lilly. 
Data from clinical trials conducted in India 
have also contributed to drug approvals 
by American and European regulators. 

Last September, India’s government 
added zip to the business by removing a 
regulatory barrier to performing more 
clinical trials here. Next year, the country 
will adopt a stricter, Western-style patent 
regime, long a demand of large global 
pharmaceutical companies that com- 
plained that the prior system encouraged 
Indian companies to make generic copies 
of their drugs. 


What’s driving the migration of clin- 
ical-trial work is the rising cost involved 
in developing new medicines—as much 
as $900 million per drug, according to 
the Tufts Centre. 

Shepherding a novel drug through all 
the phases of clinical research, from the 
initial study to a post-launch follow-up, eats 
up a huge chunk of the total development 
cost—40% by some industry estimates. To 
control those expenses, drug companies 
are looking beyond the U.S., Europe and 
Japan, the places where new drugs were 
traditionally tested. 

India is poised to grab a chunk of the 
globalizing clinical-trial market. And 
the savings in time and money can be 
phenomenal. The Indian experience of 
Germany’s Mucos Pharma, a niche drug 
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TIME TO TEST: Local research firms like Clinigene are poised to get a chunk of the clinical-trials business 


« company that produces compounds made 
from plant and animal enzymes, is a case 
in point. Mucos asked SIRO Clinpharm, 
a Mumbai-based clinical-trial firm, to find 
650 out ofa total of 750 volunteers for the 
trial of a drug to treat patients suffering 
from head and neck cancer. Clinpharm 
went to five hospitals and found the 
volunteers within 18 months, says general 
manager Chetan Tamhankar. 

“We would never have been able to 
achieve this in Western Europe, no doubt 
about it,” says Dr. Wilfried Schiess, head 
of clinical research at Mucos in Germany. 
In contrast to the Indian part of the study, 
finding only roo remaining volunteers in 
Europe took nearly double the time and 
involved 22 different hospitals. 

Regrettably for India but not for those 
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seeking patients, the country’s billion- 
strong population represents nearly every 
known disease. “As a Third World country, 
you would expect India to have all the 
Third World diseases,” says Clinpharm’s 
Tamhankar. “Unfortunately that’s true, 
but even the so-called ‘lifestyle diseases — 
like diabetes and cardiovascular disease— 
are huge.” 

India also has a large population of 
what’s known as “treatment naive” 
patients, or people who haven't taken other 
drugs to treat their condition, something 
that can influence study results. One 
American company approached Clin- 
pharm looking to test a breast-cancer drug 
when it couldn't find a single patient in 
the U.S. who hadn't already received 
tamoxifen, the standard first treatment for 


the disease there. Clinpharm found the 
right patients and has recently tied up with 
U.S.-based Covance, one of the world’s 
largest clinical-trials companies, to work 
together in India on future trials. 

Global drug giants have long done 
some form of clinical-trial work in India, 
largely to satisfy the requirements of 
Indian regulators when bringing in 
medicines that have been developed else- 
where. Now their Indian subsidiaries are 
also involved in contributing patient data 
to global clinical trials, and in increasingly 
significant proportions. “The problem 
with the West is you can't get enough 
[patient] numbers—and the cost is high,” 
says Dr. Ramananda S. Nadig, medical 
director at Eli Lilly’s Indian arm. “India is 
going to get a bigger chunk of the 
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business, especially in certain therapeutic 
areas where we have expertise.” 

Eli Lilly is exploring setting up a centre 
in India to manage clinical-trial data for 
the region, says Nadig, and also looking 
at new ways for the Indian arm to 
contribute to drug studies. In a global trial 
of a drug for heart disease that began in 
January, for example, India was asked to 
provide 6o patients. After it became clear 
that the target would be reached easily, 
says Nadig, India may end up providing 
double the original number. 

But conducting clinical trials in India 
also poses challenges. For years, the 
Indian government discouraged Western 
firms from testing medicines here for 
fear its poorer citizens might be used 
as guinea pigs for risky medicines. The 
bigger issue for those firms today, how- 
ever, is making sure that no ethical 
corners are cut while doing work in India 
because that could prevent Western 
regulators from accepting the data. 

In one case, an American drug firm 
tested a compound in India but first set 
up an independent ethics committee in 
the U.S.—in addition to the one in 
India—to check the Indian portion of the 
study. That’s because sometimes the 
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ethics committees at Indian hospitals are 
less than thorough: Their procedures for 
evaluating a drug’s potential risks aren't 
standardized and their discussions on 
whether to approve a trial often aren't 
sufficiently documented. 

Then there’s the fact that doctors have 
a demi-god status and patients generally 
do what they’re told, raising questions 
of how well they understand the risks 
involved in a trial. 

To address those concerns, Indian 
research organizations say they make sure 
that all materials and consent forms are 
translated into local languages. They also 
provide training to staff involved with 
trials on how to clearly explain the choices 
open to potential patients and give them 
time to make a decision. 


REGULATORY HURDLES 

The fear is there could be a repeat of an 
ad hoc study that took place in the Indian 
state of Kerala five years ago. A biologist 
from Johns Hopkins University in the 
U.S. gave an experimental oral-cancer 
drug to patients without adequately 
testing it on animals or receiving approval 
from the university and the Indian author- 
ities. No patients were harmed, but the 


incident underscored the importance of 
having adequate medical and ethical 
safeguards in place. 

Another hurdle research firms have 
faced is the lack of familiarity with their 
field on the part of Indian authorities. 
Arvind, the Clinigene chief, remembers 
spending hours with customs officials 
to get clearance for certain key shipments. 
The company was seeking a stamp of 
approval from the College of American 
Pathologists for its laboratory, a process _ 
that involved importing litres of blood and 
urine and performing certain tests on 
them. (The company eventually received 
the desired certification.) 

Obstacles aside, Indian research 
organizations say that their business is 
growing exponentially and even expand- 
ing into related areas. SRL Ranbaxy, a large 
Indian laboratory and diagnostic company 
that provides key services for clinical trials, 
says it’s launching a pilot project where 
blood samples from Britain will be sent to 
India and analyzed here before sending 
the results back, saving costs and time. It’s 
also expanding its relationship with the 
Mayo Clinic, a renowned U.S. hospital and 
research centre, to look at ways of jointly 
conducting clinical trials in India. = 


February 19, 2004 


Esplanade 


YOUR INTERNATIONAL ARTS 


Presents 


ADVENTURE STARTS HERE ! 


Take the plunge in the new year and discover innovative collaborations and captivating art forms, 
brought to you from 15 different countries. The world awaits you at Esplanade! 


A VISIONARY WORK BY 
ObSR+ W7 S 
Rob R Wil Sow ENTRE 


I La Galigo Indonesia, Italy, USA 
12 - 13 Mar 04, Fri - Sat 
Esplanade Theatre 











Theatre and dance, music and poetry unite for 
this epic masterpiece, directed by internationally 
acclaimed Robert Wilson. 





Ballet Nacional de España EG 
Spain Commissioned and co-produced by: 
` - A A n Esplanade - Theatres on the Bay, Lincoln Center Festival 
20 - 21 Feb 04, Fri - Sat, Esplanade Theatre | | New York, Het Muziektheater Amsterdam, Forum Universal 
qo de las Artes Barcelona, Festival of Fourvieres Lyon France 


Spain’s leading dance company fires up the a ae la i ida al 


stage with a breathtaking blend of ballet and 
flamenco. 





nspired by Sure: 
South Sulawes 





25 Feb 04, Wed, Esplanade Concert Hall 


st! 
KE Classics Orchestra Baobab senegai 


Funky Cuban rumba and Senegalese 
melodies by this dynamic world music band. 


London Symphony 
Orchestra ux 

1 Mar 04, Mon 

Esplanade Concert Hall 





Jan Garbarek norway 
6 Mar 04, Sat, Esplanade Concert Hall 


One of the world’s most compelling 
contemporary jazz saxophonists will stir 
souls with his sublime soundscapes. 


This internationally-acclaimed 
orchestra celebrates its 100th 
anniversary with masterpieces by 
Britten, Stravinsky and Shostakovich 
in Singapore! 





Carmen Linares spain 
9 Mar 04, Tue, Esplanade Concert Hall 


Hailed by The New York Times for her 
“extraordinary and expressive power”, the 
world’s most sought after flamenco singer 
Vienna Philharmonic austria performs her searing sounds of passion. 

7 Mar 04, Sun 

Esplanade Concert Hall 





Award-winning Maestro Marcello Viotti 
leads one of the world’s finest 
orchestras in a one-night concert of 


Finks by Leni-Basso 
Japan 
20 - 21 Feb 04, Fri - Sat 





Marcello Viotti Schubert's Unfinished, Mozart's P 
Sinfonia Concertante for Four Winds aaah ca og 
and Rimsky-Korsakov’s Scheherazade, A mesmerising dance performance of 
op. 35. tense mock fights to a hypnotic beat and 
Daitache Bank electric multimedia effects. 





BOOK YOUR TICKETS NOW! 


www.esplanade.com 


A SISTIC booking fee of S$1 is applicable for each ticket purchased 


esplanade 1 Esplanade Drive, Singapore 038981 


For general enquiries, please call Esplanade Customer Service Department at (65)6828 8377. 


theatres on the bay 
singapore 
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INTERNET BANKING 


Wired Money 


A Web-based program helps banks offer easy, 


cheap and safe cross-border money transfers 


By Murray Hiebert/PHILADELPHIA 


FOR YEARS, Asians working in the United States or the Mid- 
dle East relied mainly on informal money-transfer networks 
or Western Union outlets to send cash to their families at home. 
Often commissions on these transactions cost 10% or more of 
the total being remitted. But as the value of remittances soared 
and the U.S. introduced more stringent regulations that 
cracked down on informal networks in the wake of the 2001 
terrorist attacks, giant American players like Bank of Amer- 
ica and Citibank jumped into the lucrative business. 

Banks from Asia that often have only one or two branches 
in the U.S. had only limited opportunities to participate in the 
money-transfer market—until now. Payquik, a three-year-old 
firm in Philadelphia, is touting the benefits of its Internet- 
based money-remittance platform that makes it easier for for- 
eign banks with few or even no branches in the U.S. to play 
significant roles in cross-border transfers. 

Chief Executive Bhairav Trivedi, an Indian who first came 
to the U.S. to study engineering, says Payquik’s ready-to-go 
system allows a small bank to have its remittance operations 
up and running in four to six weeks and can provide services 
competitive with those of the world’s largest banks. 

After paying a licence fee of around $100,000, a bank can 
use Payquik’s Web-based, money-remittance platform to help 
customers transfer funds abroad. Payquik then charges the 
banks per-transaction fees that range from $1.50 for cash trans- 
actions to around $5 for electronic transactions. Sound steep? 
Payquik Vice-President Jeff Slowik notes, however, that banks 
would spend five to 10 times more if they attempted to develop 
the system themselves—and that’s not counting the continu- 
ing maintenance expenses that they would also incur. 
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THUMBS UP: Payquik’s Bhairav Trivedi touts the benefits 
of money transfers via home computers 


Payquik helps clients establish their own Web sites 
through which bank customers can log on and transfer funds 
from their computers at home. “Till now only large banks 
could afford the infrastructure,” says Trivedi, a Wharton busi- 
ness-school graduate who co-founded Payquik in 2001 as a 
news-and-information Internet portal targeting small eth- 
nic communities in the U.S. “Now small banks can com- 
pete . . . We provide a turnkey solution.” 

Not only does Payquik guarantee users secure Internet 
connections, it also helps banks comply with the raft of new 
security regulations introduced as part of the U.S. war against 
terrorism. Audit firm Outsourcing Partnership, which studied 
Payquik’s ability to ensure compliance with stringent U.S. secu- 
rity regulations such as the Patriot Act, concluded that the firms 
“internal control structure is adequate.” 

Slowik says that about 30 U.S. and foreign banks, includ- 
ing ICICI Bank of India, the country’s second-largest bank, are 
already using Payquik’s technology. United Bank, Pakistan's 
third-largest financial institution, is launching the service in 
mid-February with a global advertising campaign, and Slowik 
says Payquik is currently talking with major banks in 
Bangladesh, the Philippines, Thailand and Vietnam. 

Remittances from workers abroad are an increasingly 
important source of foreign exchange for many develop- 
ing countries. The World Bank estimates that the global- 
remittance flow has topped $110 billion a year in recent 
years, though much of that is transferred outside formal 
banking channels. 

In 2002, the remittance flow from the U.S. alone was esti- 
mated to have exceeded $20 billion, including more than 
$6 billion to India, $4 billion to the Philippines and $2 bil- 
lion to Vietnam. And official remittance figures to Pakistan 
from the U.S. have surged from roughly $80 million in 2000 
to $779 million two years later, largely because American and 
Pakistani officials sought to disrupt informal networks to pre- 
vent funds from reaching terrorists. 


CUTTING COSTS 

Payquik is also trying to cut the cost—for consumers—of 
remitting funds. Western Union recently slashed its mini- 
mum fee to $2.60 plus exchange charges. Large banks often 
charge from $1.50-2 per transfer. By comparison, with the 
assistance of Payquik, Pakistan’s United Bank offers to trans- 
mit cash or cheques free if the money is deposited in the 
recipient’s account. 

M.A. Rauf, United Bank’s managing director in New 
York, hopes the new service will boost the bank’s business 
in the U.S., which is home to some 300,000 Pakistanis. “Let 
me target 1% of that to start with per month,” Rauf says. 
“That’s 3,000-4,000 customers. That’s a good jump. Right 
now we only have walk-in customers” in New York. With 
Payquik, Rauf notes, new customers around the country will 
be able to “transfer money on Sunday mornings from their 
living rooms.” = 
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PATENTS 


Japan Inc. Pays 


So long salarymen: Japan’s researchers develop a yen 
for individuality and financial reward for their work 


By Ichiko Fuyuno/Toxyo 


JUST HOW MUCH should companies reward researchers 
for their inventions? That’s a question buzzing throughout 
corporate Japan since a Tokyo district court on January 30 
ordered Nichia Corp., a chemical company, to pay ¥20 billion 
($187 million) to a former researcher. The employee, Shuji 
Nakamura, is the inventor of the revolutionary blue-light- 
emitting diode (LED), from which his employer made huge 
profits. He sued the company, saying he deserved far more 
than the tiny ¥20,000 bonus he got for his idea. 

Company officials across Japan gawked at the sheer size of 
Nakamura’s compensation—a record for Japan. Now, man- 
agers are worried that their own research-and-development 
costs will begin to shoot up. That’s because corporate engineers 
and researchers are increasingly demanding more recognition 
for their work, unlike the selfless engineers of the past. 

Already, similar lawsuits by disgruntled researchers are piling 
up. A former Canon researcher is demanding ¥1 billion for 
his role in a patent related to a laser printer. Later this Febru- 
ary, a Tokyo local court is expected to rule on a case filed by a 
former Ajinomoto employee who is seeking ¥2 billion for his 
invention of an artificial sweetener. On January 29, the Tokyo 
High Court ruled that Hitachi must pay ¥163 million to a for- 
mer engineer as compensation for his work that brought the 
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company profitable patents for optical-disc technologies. “The 
ruling on Nakamura’s case sparked inventors to think about how 
they are treated,” says Katsuya Tamai, a professor specializing in 
intellectual property at the University of Tokyo. “It also woke 
up managers to the fact that they have to treat employees well.” 

Angry former employees like Nakamura complain that 
Japan Inc.’s rigid employment system has taken employees 
for granted for decades. It is these salaried researchers and 
engineers who, after World War II, helped make Japan the 
world’s second-largest economic power by establishing a 
national prowess in industries such as electronics and cars. 
Employees were expected to work selflessly to enrich their 
companies, with little personal reward. 

Nakamura, 49, now a professor at the University of 
California at Santa Barbara, says it took years to realize 
how badly he was treated at Nichia, which he joined in 1979. 
He says he was a typical Japanese salaryman, devoting him- 
self entirely to the company. In 1990, when Nichia patented 
his invention of a lucrative blue LED, which made it possi- 
ble to develop advanced electronic devices such as DVD play- 
ers, the company rewarded him with a mere $187, in addi- 
tion to his salary. 

But as Nakamura started meeting more foreign researchers 
in the United States in the mid-1990s, he realized how little he ` 
was rewarded. “People in the U.S. often asked if I got paid 
like hundreds of millions of yen or billions of yen,” he says. 
“When I told them my salary, they called me ‘Slave Nakamura’.” 


THE CONSEQUENCES FOR COMPANIES 

In 1999, Nakamura quit the company to head for the U.S., and 
filed a lawsuit in 2001. On January 30, the Tokyo court ruled 
in Nakamura’s favour, ordering Nichia to pay the full ¥20 
billion that he demanded. In fact, the court said Nakamura 
deserved more. Nichia is expected to earn ¥120.8 billion 
in profits from Nakamura’s invention by the time the 
patent expires in 2010, the judge said, and Nakamura’s 
contribution should be half the total profit, or ¥60.4 billion. 
Nichia immediately appealed. 

This ruling has raised concerns that higher research costs 
could force companies to move their research abroad. “I think 
the court ruling is a problem from the point of Japan's 
competitiveness and promotion of scientific technology,” said 
Kakutaro Kitashiro, chairman of IBM Japan and the Japan 
Association of Corporate Executives. 

Companies have begun scrambling to please talented 
employees by upgrading reward systems. For example, Nippon 
Oil overhauled its compensation system last year and now offers 
a reward of up to ¥100 million every year for 20 years, in 
addition to ¥30,000 for patent registration. In the past, inven- 
tors got only ¥10,000 when they received a patent. Mitsubishi 
Chemical introduced a new reward system in 2001, and has 
given researchers awards of as much as ¥250 million. 

Meanwhile, corporate Japan is hoping for a revision of 
current patent law to cap rewards from suits filed by 
dissatisfied researchers. “For companies, the current law is 
like playing Russian roulette,” says Tamai. “They never know 
when they'll get hit with a big payment.” & 
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Wikipedia: Its Wicked 


Here’s a great example of the Internet as it should be: A font of constantly updated 


knowledge—available for free 


Wouldnt it be great if there was a place on the Inter- 
net where educated folk pooled their knowledge for 
nothing, conscientiously building up a huge, 
orderly and free database on subjects as varied as 
wind gradients and the yellow-wattled lapwing? 

Actually, it’s already happened. It’s an on-line 
encyclopaedia called Wikipedia (www.wikipedia.org), 
and it probably qualifies as the largest ever collab- 
orative effort on the Internet. Late last month it 
reached a milestone: 200,000 entries (compare 
that with 60,000 at MSN Encarta Premium, 
Columbia’s 51,000 entries, and Encyclopedia.com’s 
57,000 articles). By the end of this year, Wikipedia 
is expected to have about 330,000 articles. 

But of course, quantity doesn't necessarily 
equal quality. So I ran a few checks on some recent 
topics. What about bird flu? Britannica’s on-line 
(www.britannica.com) service found 75 responses 
to “avian influenza,” none of which seemed to have 
anything specific. Encyclopedia.com had nothing. 
I couldn't log onto the MSN Encarta Web site at 
www.encarta.com ($5 a month, $30 a year) because, 
I was told: “Your market is not currently supported.” 
The three-CD deluxe version of Encarta had 
nothing on bird flu, even after I updated it 
on-line. And Wikipedia? Entering “bird flu’ 
or “avian influenza” in the search box took 
me straight to the right page, with informa- 
tion about infection, bird flu in humans, pre- 
vention and treatment, and a link to the World 
Health Organization's avian-influenza fact sheet. 
The page had been modified the previous day to 
update statistics on fatalities to add the suspected 
case of human-to-human transmission in Vietnam. 

This, I have to say, is impressive knowledge 
management. And it wasn'ta fluke: I tried “ricin,” 
the toxin that was recently found in the United 
States’ Senate mail room. On Britannica it took me 
a couple of jumps before I found out that ricin is 
a poison derived from the castor-oil plant; Colum- 
bia Encyclopaedia only mentioned this in passing, 
as did Encyclopedia.com. Encarta Deluxe did a 
much better job, with an article that had been 
updated two weeks before. (However, if I hadn't 
updated the contents, and had used only the CD’s 
data, I wouldn't have found anything.) Wikipedia 
still won, though, with a page dedicated to the sub- 
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ject, and updated to include the discovery of ricin traces in the * 
homes of a suspected terrorist ring in London last year. 

So how does all this happen? How can such a huge database 
be maintained, and stay free? Wikipedia was set up three 
years ago by Jimmy Wales, a 37-year-old Internet entrepre- 
neur who lives in Florida with his three-year-old daughter, a 
Hyundai and a mortgage. He wanted, he says, “to distribute, 
for free, a complete and comprehensive encyclopaedia in every 
language of the 























world, easily and 
affordably accessible 

to even the poorest and 
most oppressed people.” (He 
admits it sounds corny and made up, 
: but all good things do. . .) 

Anybody visiting the site can update, add or edit any entry 
as they see fit, via an on-line form. They don't even have to 
register first. The reason it works is, in part, because the soft- 
ware is really easy to use, and saves all copies of whatever has 
been changed or deleted. (This is where the ‘wiki’ bit comes 
in: It’s Hawaiian for “quick,” and Wikiwiki is the open-source 
collaborative software that Wikipedia is run on, but that’s 
another story.) 
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Encyclospin-offs 


Wikipedia is not alone in trying to set 
up an on-line encyclopaedia. Jimmy 
Wales, who runs Wikipedia, in fact tried 
to set up something called 

Nupedia (www.nupedia.com) a few 
years ago, which employed an editor 
and relied on academics and others 
submitting entries for free and review- 
ing the offerings of their peers. 

It was not a success: “Nupedia was 
very top-down, bureaucratic,” Wales 
says. “I spent over $250,000 over a 
couple of years on an editor and 
software development, and ended up 
with 12 articles to show for it. That 
model doesn’t work.” 

Other approaches have included 
mixing Wikipedia’s anarchic approach 
with complex social hierarchies based 
on how many articles users have 
created, edited and appraised. Two of 
these are Everything2.com 
(www.everything2.com) and h2g2 
(www.bbc.co.uk/h2g2/guide), begun 


by Douglas Adams, 
the late author of The 
Hitchhiker's Guide to 
the Galaxy (h2g2: get 
it?). Both have grown 
into more than ency- 
clopaedias, to include 
more creative fare and 
plenty of on-line chat. 
Not everybody’s cup of tea, but there is 
still some very interesting material 
there, if you're willing to look. 
Languages: Wikipedia is available, 
to varying degrees, in 67 other lan- 
guages. The Asian ones include Tamil, 
Chinese, Hindi, Indonesian, Japanese, 
Korean, Malay, Farsi and Vietnamese. 
It doesn’t mean all entries are avail- 
able in those languages: Indeed, the 
English version dominates. For a full 
list of languages being worked on, go 
here: http://en. wikipedia.org /wiki/ 
Wikipedia:Multilingual_coordination. 
There are also spin-off projects 





H2G2: More than an 
encyclopaedia 


that use the Wiki- 
based concept, like 
the Taiwanese version 
called Holopedia 
(www. holopedia.net). 
As of last November, 
Japanese topped the list of Asian 
Wikipedias in terms of size, with more 
than 14,000 entries; Chinese is 

next with a paltry 2,600. But of course 
it’s early days. 

This imbalance between English 
and non-English versions is not 
because Wikipedia is dominated by the 
English-speaking world: The latest 
entries at the time of writing include 
one on Banyuwangi (a town in East 
Java, Indonesia), Kia Motors America 
(whose parent company is Kia Motors 
of South Korea) and Mashu Lake on 
the Japanese island of Hokkaido. 


The most obvious concern, with all this freedom, is abuse. 
What is there to stop people with bad intentions, or just bias, alter- 
ing, defacing or deleting content? How can we be sure that 
what we're reading is accurate, if anyone can contribute? The 
answer: peer pressure. It’s not that this kind of thing doesn't hap- 
pen; it’s just that it’s fixed so quickly most people won't notice. 
That’s because the software is set up so that, while anybody can 
change anything they want, other folk can see what has been 
changed and, if necessary, alter it or change it back. With about 
200 regulars watching the site, and another 1,000 or so frequently 
monitoring, there are a lot of folk watching out for wreckers, 
zealots and the misinformed. 


THE RULES 

Recent research by a team from IBM found that most vandal- 
ism suffered by Wikipedia had been repaired within five minutes. 
That’s fast: “We were surprised at how often we found vandalism, 
and then surprised again at how fast it was fixed,” says Martin 
Wattenberg, a researcher in the IBM TJ Watson Research Centre, 
in Cambridge, Massachusetts. 

Of course, this doesn't mean everything is going to be accu- 
rate. Or unbiased. But once again, the sheer volume of people 
actively involved tends to lead towards some sort of consensus 
based on facts. And the rules, such as they are, tend to help rather 
than hinder. The goal, for example, of all posts is NPOV, which 
stands for Neutral Point Of View. There is no hierarchy, beyond 
Wales as a kind of benevolent dictator. But even he doesn't inter- 
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fere much. Instead, users talk out controversies on- 
line, and only rarely pull the plug on someone. 
As Wales himself puts it: “There’s an institutional 
danger if we start kicking people out that ideolog- 
ical considerations might play a role that we don't 
want them to play. An encyclopaedia is a neutral 
reference standard.” 

While such discussions can be heated, they 
reveal the high calibre of contributors: I trawled 
around and found some recent spats about 
Belorussian President Alexander Lukashenko, 
the Arab-Israeli conflict and atheism. If that’s the 
level of debate, the material can't be bad. 

So where is all this going? Wales has just raised 
$50,000 in donations from users and fans to 
upgrade computers (he asked for $20,000) and 
hopes to raise some more by selling a version of 
the database to Yahoo! In the long run, however, 
he wants to find a way to get a hard copy of the 
encyclopaedia to folk who don't have easy access 
to information. He’s kind of hoping someone 
like talk-show host Oprah Winfrey might be inter- 
ested in helping out. Over to you, Oprah. And if 
you know something about something, do your 
bit by adding, editing or correcting entries. I tried 
it, and the warm fuzzy feeling you get is great. = 

More musings at http://loosewireblog.com 
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Crunch Time 
For Refiners 


The impact that the temporary closure of Freeport’s Grasberg 
copper mine in Papua will have on world copper-concentrate supplies 
and prices is only now becoming clear 


COPPER SMELTERS from Japan to Spain— 
and copper-wire producers around the 
world—are in for a grim year as they 
scramble to deal with a sharp drop in pro- 
duction at Freeport McMoran Copper & 
Gold’s trouble-hit mine in Indonesia’s 
Papua province. 

Six weeks after the second landslide 
in two months at Freeport’s high-altitude 
Grasberg pit, the Louisiana-based com- 
pany has finally begun telling its cus- 
tomers what they can expect from the 
mine, which produces about 6.5% of the 
world’s copper concentrates. In a global 
copper market that has never been tighter, 
the news isn’t good. The Review has 
learned that Japanese smelters and a 
major copper merchant have been told 
their next shipments from Freeport won't 
be dispatched until June. Even then, 
they'll receive just 70% of the concentrate 
Freeport has contracted to deliver. 

Freeport’s customers—including 13 
smelters in East Asia, India and Europe 
and a clutch of metals merchants— 
appeared to be more resigned than upset 
when Freeport Chief Executive Officer 
Richard Adkerson notified them on 
December 18 that the company was declar- 
ing force majeure in accordance with the 
terms of its concentrate-sales agreements. 
But Freeport’s subsequent long silence 
and, now, indications that it might take 
longer than initially expected to get the 
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Grasberg mine back to full production are 
testing their patience. 

Its biggest clients are Freeport’s own 
smelters—PT Smelting, which it oper- 
ates with its partner Mitsubishi Materials 
Corp. at Gresik on the Indonesian island 
of Java, and Atlantic Copper, a wholly- 
owned subsidiary at Huelva, on Spain's 
south coast. According to one estimate, the 
two operations were this year expected to 
take about 345,000 tonnes of copper, con- 
tained in concentrated form—close to half 
Freeport’s planned annual shipments. 

Freeport’s problems come during a 
year when some analysts expect as much 
as a 900,000-tonne global supply deficit 
for copper. That’s not only due to the Gras- 
berg shortfall, but also because of strong 
near-term demand for copper cathode, or 
copper sheet. Rising prices have encour- 
aged inventory replenishment through- 
out the manufacturing supply chain, with 
the most severe shortages anticipated dur- 
ing the traditional peak period of demand 
between March and May. 

In a conference call in mid-January, 
Adkerson and Freeport’s tough-minded 
board chairman, James R. Moffett, barely 
touched on the concerns of their cus- 
tomers. Instead, they sought to temper 
a lower 2004 sales target by pointing to 
expected longer-term windfalls flowing 
over into 2005, when Grasberg goes back 
into full production in the second half 
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of the year. “The company stands to get 
more for its copper if it is mined then than 
if it was mined now,” notes one American 
industry consultant. 

Freeport executives expect to move 
only 100,000 tonnes of ore a day during 
the first quarter of 2004, down from the 
normal production level of 230,000 
tonnes. But that tells only part of the story. 
About 42,000 tonnes will come from 
moderately high-grade underground 
operations, and the rest is likely to be low- 
grade deposits from areas of the pit where 
it is safe to work and from waste rock pro- 
duced by cutting back and shoring up the 
pit’s vulnerable south wall. 

Freeport, which has been operating in 
Papua since the early 1970s, says it will 
produce about 540,000 tonnes of copper 
contained in concentrate this year. But 
some experts figure it may be closer to 
450,000 tonnes. Because of the pit prob- 
lems in the final quarter of 2003, Freeport 
only shipped 698,000 tonnes of con- 
centrate last year, down from the 834,000 
tonnes in 2002, when low prices ate into 
profits and kept the company’s share price 
below $10. Today, for all of Freeport’s 
problems, the New York-listed stock is 
hovering in the $35-40 range. 

By limiting fulfilment of supply con- 
tracts to 70% through June, Freeport is 
reinforcing the industry’s suspicion that 
mine-repair work could take longer than 
expected. “We find this silence ominous 
during a period of such tightness in the 
concentrate market,” one London-based 
copper analyst told the Review in late Jan- 
uary. “It suggests that there must be some 
doubt as to what the mine can actually pro- 
duce in the first half of the year and when 
full production can be reached.” 

Industry sources predict production 
cuts will extend well into the third quar- 
ter and beyond. Many mills, both in Asia 
and Europe, will be forced to reduce out- 
put levels because of a shortage of sup- 
plies. “There’s no longer an interest in 
containing costs,” says the analyst. “Com- 
panies are paying premiums. They can't 
be concerned about price.” 

Much of the 350,000 tonnes of con- 
centrate in London Metals Exchange-reg- 
istered warehouses around the world is 
already committed. A lot, say analysts, is 
unsuitable for the copper wire produced 
by cable and wire manufacturers, »» 
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which take 60% of the world’s copper. 

Freeport’s communications director, 
William Collier, refused to comment on 
the company’s business relationship with 
individual customers, but industry 
sources say there are indications that 
Freeport’s two smelters, Gresik and 
Atlantic, may get preferential treatment 
from their parent. Both will undergo 
lengthy maintenance shutdowns in 
March, coinciding with the lowest level of 
output from Grasberg, but Gresik still 
expects to produce 190,000 tonnes of 
copper cathode for the year, down by only 
33,000 tonnes from last year. 


to varying degrees by the Grasberg cut- 
back. But the 100,000 tonnes of concen- 
trate they were scheduled to take from 
Freeport in 2004 is significantly smaller 
than previous years due to a diversifica- 
tion of supply to South America. 

Pan Pacific, a joint venture between 
Nippon Mining and Mitsui Mining, 
received its last concentrate from 
Freeport in early January. Until Freeport’s 
latest announcement, Pan Pacific, which 
takes about 10% of its copper from Free- 
port, had been expecting another ship- 
ment in April. “We can't say there is no 
effect on our business caused by the 


FREEPORT’S PROBLEMS COME DURING A YEAR WHEN 
SOME ANALYSTS EXPECT AS MUCH AS A 900,000- 
TONNE GLOBAL SUPPLY DEFICIT FOR COPPER 


Freeport’s next largest customers are 
the world’s copper merchants, led by 
Swiss-based heavyweight Glencore, which 
were expected to take about 125,000 
tonnes of Freeport concentrate this year. 
Senior Glencore trader Ken Ives, whose 
company is believed to have a 75% share 
of that order, wouldn't comment on what 
it intended to do to make up for reduced 
supplies. Industry analysts say, “They're 
scouring the world for copper.” 

Four of Japan's six copper smelters— 
Tamano (owned by Mitsui Mining & 
Smelting), Toyo (Sumitomo Metal Min- 
ing), Saganoseki (Nippon Mining Metals) 
and Kosaka (Dowa Mining)—are affected 
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shortfall,” says Pan Pacific spokesman 
Yuichiro Nishino. “But we have managed 
to cover it so far by getting other suppli- 
ers to ship more to us.” He declined to 
say who the other suppliers were. 
Sumitomo could take a much bigger 
hit. Says spokesman Hideaki Kusanagi, 
“Our copper-rod production will fall 
because we aren't receiving alternative 
supplies.” Sumitomo, which receives on 
average 10,000 tonnes of concentrate a 
month from Freeport, will face a shortfall 
of 30,000 tonnes through March. That 
translates into a production loss of 10,000 
tonnes of copper rod for the company. 
Sumitomo had planned to produce 
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136,000 tonnes of copper rod in the Octo- 
ber 2003-March 2004 period. 

Mill problems at Papua New Guinea’s 
Ok Tedi mine are expected to exacerbate 
the global deficit, which analysts say 
already takes into account Chilean miner 
Codelo’s sale of a 200,000-tonne stock- 
pile it set aside last year to help balance 
what was then an oversupply in the mar- 
ket. Most of the Codelo stockpile is sched- 
uled to go to Asia, now home to about 
30% of the world’s smelting capacity, 
though storage constraints mean that 
shipments will be piecemeal and spread 
over the entire year. 

Analysts’ supply calculations also take 
into account BHP Billiton resuming full 
production at its Escondida mine in Chile, 
which will pump about 180,000 tonnes 
into the market this year. Output at Escon- 
dida, the world’s largest copper deposit, 
was also reduced in late 2001 as a result of 
low copper prices. Similar production 
increases are being undertaken by Phelps 
Dodge at its mines in Arizona, New Mex- 
ico and Chile, which will add about 
100,000 tonnes to the global market. 

Its current misfortunes aside, cutting 
production to accommodate price fluctu- 
ations is not an option for Freeport, which 
counts the Grasberg mine as its only asset. 
Thanks to income from sales of unusu- 
ally high-grade gold also produced from the 
mine, it normally costs Freeport just 10 
cents to produce a pound of copper. That 
compares to 50 cents for most other mines 
around the world. = 

Miho Inada in Tokyo contributed 
to this article 
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TRADE 


A Mates’ Pact 


The U.S.-Australia free-trade deal sets out to 
create a stronger economic partnership 


By Rowan Callick/MELBOURNE 


AUSTRALIA'S FREE-TRADE AGREEMENT with the United 
States will build on their intimate strategic relationship to 
move together economically. But its limited terms are 
arousing a lively domestic debate, with critics in Australia 
claiming that the U.S. has scored more concessions. 

The agreement increases Australia’s 
access to U.S. agricultural markets with 
two-thirds of tariffs being eliminated 
immediately, though beef exports will 
face tariffs for 18 years. It trebles dairy 
access to $90 million a year. It enables 
Australian companies to enjoy the same 
level of protection as U.S. companies 
in respect of intellectual-property rights. 
It improves access for Australian utility 
vehicles and opens the door to Australian 
textiles and footwear—but only from 
2015. The $200 billion market in U.S. 
federal-government purchases will be 
open to Australian firms. 

In return, some limits are imposed 
on Australian content rules in media, 
counterfeiters of U.S. goods in Australia 
face easier prosecution and tougher 
punishment, controls are lifted on U.S. 
investments of up to $800 million, U.S. 
car components gain easier access and 


Australia scraps its local-content bias for PARTNERS: Trade ministers pose in triumph 


government procurement. 

The biggest disappointment on the Australian side comes 
for sugar producers in northern Queensland. In a U.S. 
presidential election year, it eventually appeared impossible 
to grant any improved access to a commodity important to so 
many U.S. states. Howard has said he would consider offering 
sugar-producing communities an alternative “sweetener” before 
Australia’s federal election due at the end of the year. 


MANUFACTURERS GAIN 

Heather Ridout, deputy chief executive of the Australian 
Industry Group representing manufacturers, expressed 
confidence that her sector would make big gains, with 97% 
of all manufactures becoming tariff-free from the start of 
the FTA. But Australia has a big gap to bridge: a $12 billion 
deficit with the U.S. in manufactures. 
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There has so far been little response from Asia, Australia’s 
dominant market, to the long-flagged deal, though relief 
has been expressed in New Zealand, Australia’s major trading 
partner under the Closer Economic Relations package. This 
is “not the big-bang FTA that everyone feared,” said New 
Zealand Finance Minister Michael Cullen. 

The FTA was concluded just in time to be able to go to 
the U.S. Congress for approval, before it was timed out by 
November's presidential election. Sections also need approval 
from Australia’s parliament—where Mark Latham, the 
popular new leader of the opposition Labor Party, has warned 
he may seek to defeat them in the Senate. “Our farmers 
have been dudded,” he said. 

The agreement is Australia’s fourth bilateral-trade deal, 
after one with New Zealand and more recently others with 
Singapore and Thailand. Preliminary talks about an FTA with 
China—which would be China’s first such bilateral agree- 
ment—began last month. But Australia has also long been 
a champion of multilateral-trade reform, 
as the founder of the Cairns Group of 
agricultural economies seeking global 
liberalization, and as a member of the 
Asia-Pacific Economic Cooperation 
forum with its programme of tariff and 
other trade-barrier reductions. 

Leading economist Ross Garnaut 
condemns the new FTA as a grave dis- 
traction from multilateralism, a distrac- 
tion that has “contributed to Australia’s 
failure to dissuade the U.S. froma set of 
trade-policy decisions over the past three 
years that are the most damaging to 
Australia since World War II.” 

Prime Minister John Howard said 
the FTA is a “once-in-a-generation 
opportunity.” The champions of the 
agreement say it will attract further U.S. 
investment and boost Australia’s entre- 
preneurial spirit. Businessman Phil 
Scanlan, founder of the Australian 
American Leadership Dialogue, says 
there was now “no country other than 
Australia with which the U.S. will have closest ties at all three 
levels—amilitary, intelligence and, with the FTA, the economy.” 
Trade expert Alan Oxley believes that the pact with the U.S., 
“the font of new technology, adaptation and innovation,” 
will maximize Australian gains. 

Says Australian trade consultant Peter Gallagher: “No other 
Western economy currently has the same prospect of 
economic integration agreements with both the U.S. and 
China.” Australia is thus gaining “a unique perspective on the 
coming transition between the 2oth-century structure of trade 
agreements, moulded economically and philosophically by 
the U.S., and the world trade order of this century where giant, 
rapidly developing economies such as China, India and Brazil 
will assume greater responsibility for the management of 
the trading system.” = 
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PRIVATIZATION 


Pakistan Plays 


After almost a decade of dithering, Pakistan has 


put some of its best state assets on the block 


By Ashraf Khan/KARACHI 





/ we S T A l 
TALK ISN'T CHEAP: Telecoms privatization will reap a fortune 


SINCE ITS LAUNCH in the early 1990s, Pakistan's bid to 
privatize state-owned enterprises has proceeded in fits and 
starts. Despite privatization being a mantra for reducing the 
budget deficit and improving efficiency, until last year the 
country had only managed a couple of major deals—though 
successive governments have sold well over 100 state-owned 
units to private entrepreneurs in the past decade. 

The first hallmark deal was the issue of global depository 
receipts for 9.8% of state-owned telecoms monopoly PTCL 
and the sale of another 2% stake in the local market in 1994, 
raising $900 million. 

The second major effort was the sale of a 26% strategic 
stake (followed by another 10%) in the 1,600 megawatt 
Kot Addu thermal-power plant to British conglomerate Inter- 
national Power for about $200 million. 

Sporadic privatizations in banking and finance, energy 
and manufacturing continued until 2002. In all, stakes in 121 
companies were sold, generating about $1.3 billion for the 
national coffers. 

Butin 2003, the state-run Privatization Commission made 
$697 million, or more than half its total achievements in 13 
years, giving a strong boost to what was looking like an 
extremely lacklustre programme. 

A raft of negative factors had been hobbling the com- 
mission. The absence of a legal framework defining privati- 
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zations limits, some questionable deals, frequent changes 
of government and the resulting confusion over policy all con- 
tributed to the drift. A deteriorating law-and-order situation 
as well as strong resistance from unions and politicians 
only made matters worse. 

International Power, for instance, had to fight a legal 
battle for over six years to establish the legitimacy of its deal 
to buy into Kot Addu Power. Several leaders of the commis- 
sion faced lawsuits and charges of taking kickbacks. Wide- 
spread pre-privatization layoffs at overstaffed organizations 
cost former prime ministers Nawaz Sharif and Benazir Bhutto 
much of their earlier popularity. 

But with most of the spadework having been done by 
the governments of these two former premiers, President 
Pervez Musharraf was able to move things along after he 
seized power in a bloodless coup in October 1999. In 2000, 
the government promulgated an ordinance legitimizing the 
Privatization Commission and defining its power to assist 
the government in formulating and implementing its 
divestment policy. 

In addition, since the general election in October 2002, 
Prime Minister Zafarullah Khan Jamals government has 
announced a series of reforms that have furthered the dereg- 
ulation and privatization process. 

In December 2003, Pakistan sold a 51% stake in Habib 
Bank, the country’s second-largest bank, to the Aga Khan Fund 
for Economic Development for $389 million. “It is the largest 
deal [for a strategic stake] the commission has ever made,” says 
Minister for Privatization Abdul Hafeez Sheikh. 

While waiting for foreign strategic investors to show 
interest in the assets on offer, the commission improvised 
a way to implement the plan rapidly: It decided to make ini- 
tial public offerings to domestic investors. The commission 
raised more than $83 million through the sale of a 5% stake 
in the country’s largest hydrocarbon explorer, the Oil and 
Gas Development Company. A larger, strategic stake could 
be sold later this year. 

In February the commission is scheduled to sell 67 mil- 
lion shares, or 10%, in Sui Southern Gas, the second-biggest 
gas distributor. That may follow a divestment of 5% in Pak- 
istan International Airlines, the national carrier. 


MORE TO COME 

The current year’s sales programme includes Pakistan State 
Oil, the country’s largest oil-marketing company, with the 
planned transfer of a 51% controlling stake; a 51%-74% stake 
in Karachi Electric Supply Corp., the top power-generation- 
and-distribution company in the country’s largest city; and 
stakes in Pakistan Petroleum, one of the country’s largest gas 
explorers, and National Investment Trust, the country’s 
largest fund manager in the local capital market. 

With a long list of public-sector organizations to be 
privatized, Pakistan has committed itself to using 90% of 
the privatizations’ proceeds to retire foreign debt of some 
$35 billion. The remaining 10% will help to fund fighting 
the poverty that afflicts one-third of the country’s popula- 


tion of 145 million. = 
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THAILAND 


“"Toxinomics”’ 


Thai Prime Minister Thaksin Shinawatra’s conflicts 


of interest endanger Thailand’s recovery 


By Dan Fineman 

Always troubling politically, Thai Prime Minister Thaksin 
Shinawatra’s personal conflicts of interest are now under- 
mining his economic leadership. Thailand needs new policies, 
but Thaksin's existing economic strategy is linked too closely 
with his family businesses to change easily. Unless he sacrifices 
Shinawatra company interests for the good of the country, 
previously helpful policies will turn harmful, and the recov- 
ery will falter. “Toxinomics,” not Thaksinomics, best describes 
the prime minister's potentially poisonous policy mix. 

Thaksin transferred his shares in Shin to family members after 
becoming prime minister. The Shinawatra family’s huge, but 
focused, business empire shares the dangerously narrow con- 
cerns of Toxinomics. Unlike the typical Asian conglomerate, the 
Shin group operates only a few key businesses. Cellphone 
sales and services provide the vast majority of profits, while prop- 
erty, media and satellites offer minor contributions. New invest- 
ments in consumer finance and a budget airline add modestly 
to the portfolio. Shins businesses are highly unrepresentative 
of Thailand Inc. Shin lacks significant investment in exports, 
manufacturing, agriculture or inbound tourism—Thailand’s 
bedrock industries. The welfare of the Shin group and the econ- 
omy as a whole differ sharply in key areas. 

These conflicts would pose no problem were Toxinomics 
irrelevant to Thaksin's family interests. But several key plat- 
forms—cheap credit, a strong baht, stimulation of consumption 
and stockmarket support—directly benefit Shin's and other con- 

- sumer-based businesses. 

Both Toxinomics and the Shin group maintain a special 
focus on consumption. Thaksin has carefully crafted policies 
to put money in the hands of those Thais most likely to spend 
it, and consumption has boomed. Shin's cellphone arm— 
the largest purveyor of Thailand’s hottest consumer item— 
has profited hugely from the resulting shopping spree. Since 
Thaksin was elected prime minister in January 2001, its sub- 
scriber base has jumped sixfold. 


CHEAP-CREDIT STRATEGY 
Thaksin's cheap-credit strategy further boosts the Shin empire. 
Monetary easing and aggressive state-bank lending have 
pushed interest rates to all-time lows. In this favourable credit 
environment, Shins new consumer-finance company will 
enjoy cheap financing and sustained customer demand. 
Both Thaksin the prime minister and Thaksin the Shin 
group founder gain from the strong baht. Thaksin's repeated 
forecasts of continued appreciation have buoyed the currency. 
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As one of Thailand’s largest hand-phone importers, 
Shin profits handsomely from the prime minister's 
boosterism. A stronger baht translates to cheaper 
cellphones and fatter margins. 

Thaksin's promotion of the stockmarket helps 
Shin more than other businesses. Although signs 
of a stock bubble worry regulators, Thaksin in 
November blocked proposed anti-speculative meas- 
ures and he has since forecast rapid growth in 
the exchange’s market capitalization. As one of 
Thailand’s biggest consumers of equity finance, 
Shin benefits from the bull market more than most 
firms. The market-boosting veto came days after 
Shin's property company listed. Including the hold- 
ing company, the group has listed six companies 
in its short history, and press reports point to more 
in the near future. A strong market will prove cru- 
cial to Shin’s ambitious listing strategy. 


THROUGH THE ROOF 
Average daily turnover on the Stock 
Exchange of Thailand has increased 
fivefold in eight months 
Baht (billion) 
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Until recently, Thaksin's personal stake in Tox- 
inomics posed no problem for the economy, but 
new policies are now needed. Excessive speculation 
has churned the stockmarket. The average daily 
trading volume has jumped from 2002's 8 bil- 
lion baht ($184 million then) to 41 billion baht in 
December 2003. Household debt has risen too fast. 
According to one study in 2003, Thailand’s lowest- 
income households had acquired debt equal to 
1.6 times annual income by the end of 2002. Export 
growth has slowed. As the baht gradually strength- 
ened, export expansion eased from 19% in the first 
half of 2003 to 16% in the second half. 

Thaksin should correct these unhappy trends, 
but his family’s stake in consumer-credit growth, 
a strong baht and cheap financing will make it 
painful to change. Thais could soon learn the value 
of disinterested economic management. = 
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TAIWAN 


A Hi-Tech High 


Growing exports of hi-tech products have buoyed 
investment spending, boosting domestic demand 


LOOKING UP 


By Jason Dean 

Taiwan's technology-fuelled export machine is 
churning again, driving healthy economic 
growth despite a painful bout with Severe Acute 
Respiratory Syndrome, or Sars, in 2003. The 
hope now is that the domestic economy will shift 
into high gear, too. 

Exports, which account for about half of Tai- 
war's total economic output, jumped 10.4% last 
year, outpacing the expectations of even the most 
bullish analysts and marking the best performance 
since 2000. That helped drive growth in GDP, 
despite a slight economic contraction in the sec- 
ond quarter thanks to Sars. Taiwan's government 


Exports have been leading Taiwan’s economic upturn, but the 
domestic economy is starting to take off again 
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eS ADOR 
*Taiwan government estimate as of Nov. 


BS Merchandise-export growth 
E Private-consumption growth 


2002 2003 2004** 
**Mean forecasts of 13 securities houses and think-tanks 





Sources: Taiwan's Directorate General of Budget, Accounting and Statistics; Consensus Economics 
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is expected to announce this month that GDP 
expanded by more than 3% last year, even though 
consumption at home likely edged up less than 1% 
and domestic investment probably fell, accord- 
ing to government forecasts. 

The main engine for the robust trade growth was 
Taiwans technology sector, which is reaping the ben- 
efit of rebounding global demand. Overseas sales of 
electronics and communications goods accounted 
for a quarter of total export growth—and more than 
80% of the island’s 2003 trade surplus, which 
shrank slightly because of surging imports. 

BenQ is one company that helped fuel that 
rise. The maker of consumer-electronics products 
such as DVD machines and mobile phones saw 
revenue rise by close to 17% last year, and chief 
executive K.Y. Lee expects that growth rate to dou- 
ble in 2004, driven partly by flourishing demand 
for its flat-screen TVs. 

On the whole, however, growth in exports is 
expected to slow slightly. Nevertheless, private-sec- 
tor economists predict that broader economic 
growth will accelerate to 4.5% or more. They think 
the boom in the tech sector will translate into resur- 
gent growth at home. President Chen Shui-bian, fac- 
ing an election next month, is also looking for signs 
of a domestic pick-up to refute opposition criti- 
cism of his economic stewardship. 

Those expectations may be met. Flush with 
new orders, tech companies are starting to pour 
more money into expansion so they can maintain 
their share of the expanding market. Chip giant 
Taiwan Semiconductor Manufacturing Corp. 
plans to boost capital spending by 82% this year 
to $2 billion, while smaller rival United Micro- 
electronics Corp. aims to spend $2.1 billion, nearly 
three times its 2003 total. BenQ affiliate AU 
Optronics, which makes the panels used in flat- 
screen TVs and monitors, is boosting its spend- . 
ing on new plants and equipment to more than 
$2 billion, says Lee, who is also AU’s chairman. 
The vast bulk of the three companies’ spending 
will go to facilities in Taiwan. 

It is plans like these that have led Taiwan's gov- 
ernment to predict that private investment will jump 
9.2% this year, after falling by nearly a third since 
2000. Asa result, economists expect domestic con- 
sumption to rise 3% or more this year. 

Bill Chang-Jien, for one, can feel the rebound. 
An engineer at Kaohsiung-based Advanced Semi- 
conductor Engineering, which packages and tests 
electronics chips, he is expecting a rare treat this 
year: a bonus. He plans to use some of the extra 
money to take his wife and 5-month-old daugh- 
ter on holidays around the island. “I didn't get a 
bonus last year or the year before,” he says, “so any- 
thing this year will be an improvement.” = 


February 19, 2004 


| Prices & Trends 


STOCKMARKETS COMMODITIES 























Dow Jones Global Indexes Local Indexes Clos 
Index (Feb. 9) % chg YTD (Feb. 9) Mkt Unit Latest % chg YTD 
(Feb. 9) %chgYTD V Australia 3,300.00 -0.18 Aluminium Ldn  $/tn 1,666.00 +3.87 
Australia -22416 +2.78 Bangkok 732.05 -5.19 Cocoa NY  $/tn 1,510.00 -0.33 
China 88 153.28  +12.93 Bombay 5,926.22 +1.49 Coffee NY c/b 71.50 +10.08 
HongKong 243.00 + 12.08 Colombo 1,058.33 -0.36 Copper NY  c/ib 118.60 +13.44 
Indonesia 61.45 +11.73 Hong Kong 13,576.68 +7.96 Cotton NY c/b 67.96 -9.47 
| Japan 7756 0.17 Jakarta 767.26  +10.89 Gold Ldn $/oz 405.90 -2.72 
Malaysia +3.31 Karachi 4,848.31 +8.42 Oil: Brent Ldn  $/barrel 2911 -3.51 
New Zealand +6.71 Kuala Lumpur 817.79 +3.00 Palm Oil KL Ringgit/tn 1,855.00 +4.57 
Philippines +1.34 Manila 1,478.35 +2.49 Pulp OMLX $/tn 510.00 0.00 
Singapore — | +7.70 Seoul 864.77 +6.67 Rice Bnk  $/tn 213.00 +5.45 
South Korea +11.61 Singapore 1,888.20 +7.01 Rubber KL Mc/kg 472.50 0.00 
Taiwan +11.91 Taipei 6,463.09 +9.72 Soyabeans Chg  c/bushel 847.50 +6.74 
Thailand 77.42 -3.19 Tokyo 10,402.61 -2.57 Sugar NY c/b 5.36 -5.47 
U.S. Total Market 270.23 +2.87 Wellington 2,267.30 -0.48 Tin KL VA 6,510.00 -1.51 
Euro Stoxx 50* 2,870.98 +4.00 DJIA 10,579.03 +1.20 Wheat Chg c/bushel 382.25 +1.39 
FTSE 4,434.40 -0.95 AIG - Dow Jones Commodity Index 138.05 +2.05 
Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. *Dow Jones Stoxx ™ Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 
% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Taipei (3.96% on week) 
(Feb. 9) Gop | CPI Current acct | Trade balance  1-mth interbank | Prime rate Weighted Price Index 
“Australia 2.5 (Sept Qtr) +2.4 (Dec Qtr) -26.52 (Sept) -15.45 (Dec) 5.43 9.50 6,500 — y — f EE, 
China 9.9 (Q4 '03) +3.2 (Dec) +35.42 (2002) +25.40 (Dec) 2.30 n.a. 
OKRES] +1.8 (Dec) +50.45 (Q3 '03) -14.85 (Nov) 2.09 n.a. 6,450 ETI E; = 
à Hong Kong 4.0 (Q3 '03) -1.9 (Dec) +18.43 (Sept) -8.52 (Dec) 0.04 5.00 ! i 
“India 8.4 (Q2 '03/'04) +3.7 (Dec) +1.07 (Sept) - 14.99 (Dec) 6.00 10.63 6,400 ———_+— Á 
Indonesia 3.9 (Q3 '03) +4.8 (Jan) +4.70 (2003) +27.45 (Dec) 8.08 7.77 ! j i | 
Japan 1.9 (Q3 '03) -0.4 (Dec) +132.39 (Nov) +90.66 (Dec) 0.06 1.38 6,350 ++ 3 am 
Malaysia 5.1 (Q3 '03) +1.2 (Dec) +11.87 (Sept)  +42.27 (Dec) 3.00 6.00 | ) 
New Zealand 3.6 (Sept '03) +1.6 (Dec Qtr) -3.67 (Sept) -2.58 (Dec) 5.46 5.60 6,300 —-———- X 
ilippines 4.5 (Q4 '03) +34 (Jan) +3.43 (Sept) -2.10 (Nov) 6.22 9.22 | ! 
Singapore 3.7 (Q4'03)  +0.7 (Dec) +26.07 (Sept) +25.26 (Dec) 0.69 5.50 6.250 — ES 
South Korea 2.3 (Q3 '03) +3.4 (Jan) +14.90 (Nov) +17.21 (Jan) 3.77 4.11 : | 
Taiwan 4.2 (03 '03) +0.01 (Jan) +28.63 (Sept) —- + 17.74 (Jan) 0.92 0.85 eae i 
Thailand 6.5 (Q3 '03) +1.8 (Dec) +7.93 (Dec) +10.34 (Dec) 1.31 5.75 ; ji : 7; p Pe 
U.S. 4.0 (Q4 '03) +1.9 (Dec) -547.41 (Sept) -491.69 (Nov) 1.10 4.00 February 
Source: Government Statistics Source; MoneyLine Telerate 
Key Currencies 
(Feb. 9) $1 worth Spot rate % chg YTD (Feb. 9) $1 worth Spot rate % chg YTD 
Australia dollar 1.2863 +3.20 Mongolia* tugrik 1,126.00 0.00 
Bangladesh taka 58.65 -0.26 Nepal rupee 73.00 0.00 
Brunei dollar 1.694 +0.67 New Zealand dollar 1.4349 +6.39 
Burma** kyat 885.00 +0.56 Pakistan rupee 57.17 -0.02 
Cambodia** riel 4,125.00 -6.59 Papua New G. kina 3.1751 +3.97 
China renminbi 8.2773 -0.01 Philippines peso 55.89 -0.67 
European Union euro 0.7871 +0.83 Russia** rouble 28.504 +2.58 
Hong Kong dollar 7.7683 -0.06 Singapore dollar 1.682 +0.93 
India rupee 45.2325 +0.80 South Korea won 1,166.00 +2.23 
Indonesia rupiah 8,429.00 -0.27 Sri Lanka rupee 97.70 -0.82 
Japan yen 105.57 +1.55 Taiwan NT dollar 33.214 +2.27 
Laos** kip 10,390.00 +0.43 Thailand baht 38.98 +1.51 
Macau pataca 8.0069 -0.41 Vietnam* dong 15,713.00 -0.35 
Malaysia ringgit 3.80 0.00 
Other rates: HK$ = renminbi 1.0648 S$ = ringgit 2.2581 SDR = $1.5009 *Official rate **Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 


February 19, 2004 Far Eastern Economic Review 47 


CHINA 


The Lost 


Generation 


Homelessness is on the rise among children in China, 
but the state is ill-equipped to respond. Today’s failure risks 


creating the prison population of tomorrow 


By David Murphy/SHIJIAZHUANG, HEBEI PROVINCE 


XIAO YONG isa tough kid. A gritty, pint-sized 13-year-old, he 
left home in rural Guangxi province at the age of 10 and made his 
way to China’s southern boom towns. There, he rapidly morphed 
from child into latter-day artful dodger. For a while he was a 
runner for a gang of forgers. Armed with a cheeky grin and a 
marker pen, he scrawled advertisements on walls and in phone 
booths for fake documents, such as education and health cer- 
tificates. For each scrawl he got 2 mao (about 2 cents). All he 
had to do was write fast, and run. 

The boy even managed to smuggle himself into tightly 
guarded Hong Kong in the belly of a bus. “Hong Kong was 
great,” he says. “I'd just show up at a small shop and they’d 
give me some food for free.” But the good times lasted only a 
week before police caught him and returned him to a deten- 
tion centre across the border in Shenzhen. 

Finally, Xiao Yong headed north, riding the rails to Shijiazhuang, 
the dusty capital of Hebei province and a major railway hub. 
Here, he shares a dormitory and classrooms with dozens of other 
kids at a model shelter for homeless children. These children aren't 
unique. According to the Ministry of Civil Affairs, quoted by the 
state news agency Xinhua and the United Nations’ child agency 
Unicef, the number of homeless children in China has risen dur- 
ing the past decade from 100,000 to 150,000. Nonministry pro- 
fessionals working in the field say the true figure is anything 
between 400,000 and 600,000, and growing fast. 

As China lurches from communism toward raw capitalism, 
such children represent a section of society that—like many 
others—is being left behind. While the economy is booming, mil- 
lions of state workers are losing their jobs and millions of farm- 
ers are losing their land. The medical and education systems— 
insofar as they connect to China’s poorest people—are in crisis. 
In rural areas, rising education costs and the closure of remote 
schools are all contributing to a rising drop-out rate. 

China’s transitional society is ill-equipped to cope. For the 
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SHELTER FROM THE STORM: 

This centre i Shijiazhuang 

shows how:Ghina could care for 

itsehomeless children. Most, 
though, must fend for themselves 

on the streets 


authorities, homeless children are basically a pub- 
lic-order problem. “Public-security departments find 
that they have become a formidable reserve army of 
criminals,” Xinhua declared recently. But for Tong 
Lihua, a Beijing-based lawyer who specializes in 
child protection, looking after the children and 
ensuring social stability are two sides of the same 
coin. “You must protect the rights of these kids,” he 
says, “and ensure they don't become criminals.” 


XIAO YONG’S classmates at the Shijiazhuang 
Youth and Child Protection and Education Centre 
all tell different stories to explain how they got here. 
Some, like 12-year-old Li Fu from coastal Qin- 
huangdao, were beaten by their fathers. Others, like 
Wang Xin, who's about 12 or 13, insist they’ve for- 
gotten where home is. Maybe he’s telling the truth, 
or maybe he’s afraid he'll be sent home. 

For some of the children, tragedy seems to 
have been stalking them all their lives. Qiudi, 13, 
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was abandoned at a railway station soon after her 
birth. An elderly woman took pity on her, though, 
and took her in. A year ago the woman died. With 
no one to look after her, Qiudi hit the tracks. Like 
the others, she wound up in Shijiazhuang. 

Then there are children who are just unlucky. 
Last spring, Kelimu, who was just six at the time, 
was walking home from school in the city of 
Khotan in the far west when he was kidnapped 
by two adults. He was taken to Beijing, where he 
was forced to sell lamb kebabs—the typical food of 
his Muslim Uighur people—and scolded and 
beaten when he made mistakes. 

Finally, the boy escaped and got on to a train. 
At Shijiazhuang, he was picked up by railway 
police and brought to the shelter. He’s safe here, 
but far from home. No one here understands his 
native language, and the other children giggle 
at his halting Chinese. Over Lunar New Year 
last month, Kelimu said the gift he most wanted 
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You must protect the rights of these kids, 
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TonG LIHUA, BEIJING LAWYER 


was a phone call from his mother. 

There are many factors that can lead to child homelessness, 
but the common denominator is poverty, says Tong, the lawyer. 
“Domestic violence, the inability to pay school fees and the fail- 
ure of parents to take responsibility for their children are all related 
to poverty,” says the 33-year-old, who himself grew up in an impov- 
erished county in Hebei. 

For most kids, the life that leads them to a place like the 
Shijiazhuang centre is marked by hardship and betrayal. “The 
biggest problem when they show up here is that they don't trust 
us. They don't trust anyone, their hearts are hardened,” says Guo 
Wenye, the centre’s deputy director. Staff tell of filthy, scared and 
often underweight children brought to them by police. The 
kids are now crop haired and clean in cheap tracksuits; >> 
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only the hard eyes set in young faces hint at what they've seen. 

In many ways, the kids in the Shijiazhuang centre are the 
lucky ones. Most of China’s homeless children have to take 
care of themselves or are forced to work or beg for criminal gangs. 
In return, they get food and a kind of protection on the streets. 
After decades of communist rule, there are few religious or other 
charitable organizations in China to take care of such children. 
The government is also reluctant to sanction initiatives that are 
not under Communist Party control. In the past, responsibility 
for containing family problems fell to grass-roots communist 
organizations, but their influence is much diminished. “Ten years 
ago this was not such a serious problem, the work units used to 
take care of these problems, but not now,” says Tong. 

Still, there are signs that central and local governments have 
begun to realize that they must do something. “The more shel- 
ters we build today, the less jails we will need to build in the future,” 
the mayor of Shijiazhuang, Zang Shengye, told Xinhua recently. 
Around the country, 128 shelters have now been set up for home- 
less children, according to Xinhua. (The Civil Affairs Ministry, which 





now keep homeless children separate from adult 
vagrants. That’s an important legal development, 
says Tong: “This is the first time that vagrant chil- 
dren's rights have been addressed in separate arti- 
cles inside a regulation.” However, he adds, it will 
be another five years before the National People’s 
Congress, China’s legislature, debates and passes 
significant changes to national laws. 

Meanwhile, some rule changes made so far are 
proving a mixed blessing. In August, a new regu- 
lation stipulated that it’s up to the parents, or the 
local government in a child’s home area, to pay for 
retrieving a child from a shelter. The rule is 
intended to be more humane than the old system, 
where the homeless, including children, were sub- 
ject to periodic sweeps by police and expulsion to 
their home provinces. The snag is that many par- 
ents and local governments don't have the money 
to bring children back home. 


HARDENED HEARTS: When children first come to the Shijiazhuang centre, “they don’t trust anyone,” says deputy director Guo Wenye 


is responsible for this effort, refused to provide any official data for 
this article.) They offer food and shelter, but they're stopgap meas- 
ures: They provide no education and don't have the resources to 
trace the children’s parents, says Guo. 

The Shijiazhuang centre is far ahead of most other centres, and 
the staff don't try to hide its Potemkin tinge. “This is a model 
work unit,” says Guo. The 55 children sleep in heated six-bed dor- 
mitories, enjoy a 24-hour supply of hot water, and eat meat every 
day. The attached school has a library, art room and chemistry 
and language labs. But as well as helping the children, the centre, 
which opened in March 2002 and has cost the local government 6 
million renminbi ($725,000) so far, is bringing other benefits. Cit- 
ing local police, Guo says juvenile crime is down by half in the 
city since it opened. 

China is also waking up—albeit slowly—to children’s legal 
rights. Changes to Beijing city’s laws mean that, since January 1, 
the city government must set up institutions for minors suffering 
abuse or other family problems. In addition, city institutions must 
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At the Shijiazhuang centre, deputy director 
Guo finally managed to contact the parents of 
Kelimu, the Uighur boy kidnapped in Khotan. But 
officials there begged the shelter to share the cost 
of sending him home. “That’s impossible,” 
exclaims Guo.” Our civil affairs bureau doesn't have 
the budget either.” 

There’s now a footnote: As the REVIEW was 
going to press, the Hebei Provincial Communist 
Youth League stepped in and said it would fly 
Kelimu home—in the full gaze of the media, cour- 
tesy of domestic newspaper and television 
reporters. The Communist Party, it seems, may 
just have found itself a poster boy for the prob- 
lem of homeless children. = 


Nancy Zhang in Beijing contributed to this article 


All children’s names were 
altered at the request of the Shijiazhuang centre 
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| HE WEATHER in southwestern Tai- 
wan will be cloudy and overcast witha . 
heavy shower of decomposing whale 
parts. That should have been the forecast 
in Tainan last week when a massive dead 
sperm whale unexpectedly exploded, fol- 
lowing a build-up of internal gases, while 
being transported through the city. Vast 
amounts of yucky stuff descended in cin- 
ematic slow motion on stunned passers- 
by and cars. 

The conversations that occurred on 
that street can only be imagined. 

“Xiao Huang! What is that foul- 
smelling mass of purplish tissue 
draped across the shoulders of your 
Armani jacket?” 

“Lao Xu. It is the upper part of the 
spleen of an odontoceti. I am not sure 
how it got there, as I do not remember 
putting it on this morning.” 

Tainan shopkeepers were aggrieved, 
believing that consumers have a basic 
human right to go consuming without 
being drenched in rotting whale blubber. 

One passer-by was quoted by the 
BBC saying: “What a stinking mess. 
This blood and other stuff that blew out 
on the road is disgusting, and the smell 
is really awful.” Or hang on, no—I think , 
he was talking about the latest meeting 
of the Taiwanese legislature. 

Anyway, newspapers reported that 
local merchants spent hours trying to 
clear decomposing blubber from their 
store fronts. I don't believe it. Knowing 
them, they were more likely to be col- 
lecting the stuff to sell to passing Japan- 
ese tourists as snacks. 

It’s been one of those seriously weird 
weeks. It’s been one of those times when 
God seems to be saying to all the sci- 
ence-fiction writers on the planet: “Hah! 
So you think you've got a freaky imagi- 
nation? Top this.” 

Talking of things freaky and reli- 
gious, a very post-millennial holy hap- 
pening took place in Malaysia. Detailed 
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There She Blows... 


Strange things are coming from the sky, including whale blubber, financial data and 
divine punishment for a man who married a dog 


predictions about the country’s economy 

- were announced by an invisible deity. 
Prosperity God, known as Tua Pek Kong, 
earlier this month announced that he 
would be giving a budget address on the 
2004 performance of Malaysia’s GDP 
growth at his seaside home in Penang. 
Thousands of economy-watchers gath- 
ered at the Sea Pearl Temple on the Tan- 
jung Tokong seafront at midnight on the 
eve of the Chap Goh Meh holiday to hear 
the forecast from the divine oracle. (It 
sounds a lot like Warren Buffett’s annual 
shareholders’ speech, the only difference 
being that Prosperity God's followers 
would never say that the object of their 
worship can walk on water.) 

A fire was built from 80 joss sticks. 
Temple officials fanned the flames four 
times, once for each quarter of the lunar 
year, or Qt, Q2, Q3 and Q4 as economists 
say. Prosperity God made the flames flare 
up, dance, sparkle and crackle in patterns 
that revealed, in detail, the forthcoming 
movements in the economy. His pre- 
dictions? Overall, Malaysia’s economy 
would see a slight uptick compared to 
last year. However, there would be a poor 
first quarter, improved business in the 

middle of the year and a roughly average 
final quarter. 

Devotees claim that in recent years, 
Prosperity God has demonstrated an 
amazing record of accuracy in forecasting 
macroeconomic trends. (This begs the 
question: So why are his people still hang- 
ing out in plastic sandals at the Sea Pearl 
Temple in Tanjung Tokong? But we're too 
polite to ask.) 

That should be weirdness enough for 
one week, but there’s more. In Nepal, a 
man died three days after marrying a dog 
for good luck. Now I know what you are 
thinking: Why would marrying a canine 
bring you good luck? Well, the quick 
answer is: I don't know, never having mar- 
ried anyone with more than two legs. Is 
any reader able to help in this regard? 
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BIG BANG: People in Taiwan believe it’s a basic human right to be able to go 
shopping without being showered with pieces of exploding ocean giants 


Whatever, the theory that marrying 
dogs is good for you (because it is allegedly 
pleasing to the gods) seems to have been 
rather mightily disproved by the fact that 
Phulram Chaudhary, 75, tied the knot with 
a pooch from Durgauli in Kailali district, 
and passed away 72 hours later (perhaps 
from shock when he realized that he 
would have to spend the rest of his life with 
a spouse whose favourite drink is eau de 
toilette, and I don’t mean perfume). 

Yet it must be admitted that not all the 
offbeat news in the past few days has been 
bizarre. A rather more heart-warming 
report informs us that Britain’s Robin 
Hood has been reincarnated as a pair of 
twins in Kuala Lumpur. 

These shadowy young guys, with a 
band of merry men, go around stealing 
from the rich to give to the poor. This 
being 2004, the noble, modern Datuk 
Hoods don't hold up stagecoaches pass- 
ing through Nottingham Forest. Instead, 
they specialize in raiding BMWs and late- 


model Mercedes-Benzes in the Klang Val- 
ley. They take the cars and the contents, 
and sell them. With their takings, they 
buy rice, eggs, potatoes, onions, instant 
noodles, baby formula, milk and choco- 
late powder, and donate these goods to 
orphanages in the area. After more than 
20 luxury cars were stolen, police man- 
aged to nab four members of the Merry 
Men, one of whom was just 1g—and were 
amazed at what they found in their pock- 
ets. “The gang had obtained receipts con- 
taining items donated to charitable organ- 
izations,” The Star newspaper reported, 
describing the gang as “generous.” 

Obviously no one likes being robbed, 
but if one was to be held up, it would 
be a comfort to know that one was ben- 
efiting orphans. And a lot worse things 
could happen to you on the street. Espe- 
cially if you live in Tainan city, where 
there’s one thing you should always 
remember: When out shopping, take a 
STRONG umbrella. = 
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FLOATING ALONG 


Here are two ideas from the world of wine that 
might strike you as surprising: floating vineyards 
and Thai wine. 

First those vineyards. They’re not really 
floating (vines need to keep their roots in terra 
firma), but they’re the next best thing. The 
vineyards, located in Samut Sakorn province, 
just south of Bangkok, are criss-crossed by 
canals, which keep the vines in good condition 
and irrigated. And, as Kim Wachtveitl, director 
of business development at Siam Winery, 
points out, “Bangkok is known for its floating 
market. So why not floating vineyards?” 

Wachtveitl took me on a tour—more of a 
muddy scramble, really—of the vineyards. From the bound- 
ary we got a picture of flourishing, verdant vines, with 
bunches of young green grapes seeming to hang from 
every branch. “This is it,” the infectiously confident 
Wachtveitl says with a flourish. 

Siam Winery started in 1982, making a wine cooler that 
was more or less a bar gimmick. Then, in 1999, it decided 
to go in for the real stuff. As Wachtveitl notes, Thai wine 
tastes a little sourer than most other wines. “We blend our 





WINE Currents 


Against the Odds 


Japan is not particularly well suited to growing grapes, but the small wine industry has 
no shortage of customers for its mass-market and specialist vintages 


By Jeannie Cho Lee/YAMANASHI PREFECTURE, JAPAN 


SHIGEKAZU MISAWA stands under a canopy of vines, ties, “currently we don't produce enough to meet demand.” 
examining bunches of light, ruby-coloured grapes, each of The Grace winery is in Yamanashi prefecture, the tradi- 
which is shaded by a thin, square sheet of plastic. In a coun- tional home of wine-making in Japan. Located about 90 min-, 
try where packaging has been elevated to an art form, the utes by train southwest of Tokyo, Yamanashi has relatively low 
grapes look almost as if they've been packaged on the vine, rainfall, and boasts 6o-plus wineries, about half Japan's total. 
and are ready for shipping. But they'll be here for a while The family-owned Grace winery has been making wine for 
yet: The plastic is simply there to protect them from the force three generations. It owns only 10 hectares of land, but pro- 
of the torrential summer rains. duces 200,000 bottles of wine a year. 

The sheeting is just one example of the extraordinary Like most other Japanese wineries, Grace sources most 
lengths Japan's wine industry must go to as it fights adverse of its domestically grown grapes from the country’s 
growing conditions. Add high labour costs and 80,000 or so small growers, most of whom 


farm plots no larger than a quarter of a 
hectare. Misawa is particularly proud 
of the native red-skinned Koshu 
grape. “Our Koshu wines have 
citrus flavours, especially grape- 
fruit,” he says of his 2002 Tori- 
ibira Koshu wine. Grace pro- 
duces a wide range of styles 
using this native variety, from 
light, faintly aromatic, crisp wines 


expensive land, and making wine in Japan 
can look a little like economic mad- 
ness. “Every year is a difficult year,” 
admits Misawa, managing direc- 
tor of Grace Wine. But, as he 
points out, despite the difficul- 








GRACE AND FLAVOUR: The Grace 
winery has been in the 
business for three generations 
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_ wines to go with Thai food,” says Wachtveitl. “It is dry, but 
_ with low acidity.” It also tastes pretty good. 

The winery basically produces three wines: Monsoon 
Valley White, Monsoon Valley Red and Monsoon Valley Rosé, 
though the latter is solely for export. The company has begun 
selling wine in Europe and the United States, and with an 
estimated 6,000 Thai restaurants worldwide, the market is 
potentially huge. Indeed, the winery's exports are expected to 
triple from 100,000 bottles in 2003 to 300,000 this year. 

The home market, though, may prove tricky. Wine was 
‘traditionally seen as a rich man’s drink in Thailand, and 
still faces export excise taxes of 176% (the levy on 
imports is almost double that). That’s 


far more than for beer and Thai whisky, E T 
which are also much more popular entrant in 


than wine with local drinkers, as we the wine stakes 
find out after our scramble through the 
vineyard. At a restaurant, Wachtveitl and his 
viticulturist, Sakorn Selaruck, who spent 
some years in France learning the trade, 
try to offer free wine to other diners. 
Some accept, though with a little embar- 
rassment. “It can’t do any harm, can it?” 
asks the irrepressible Wachtveitl. 

Rodney Tasker 


to more opulent oak-fermented and oak-aged styles. 

In reality, though, only a small percentage of “Japanese 
wine” is made from grapes grown in Japan. Larger wineries 
like Mercian and Suntory produce many of their wines using 
imported bulk wine and grape must. Most Japanese grapes 
actually end up in expensively wrapped small boxes. “The best 
grapes were often sold as table grapes while the inferior qual- 
ity was used to make Japanese wine,” explains Hayato Kojima, 
president of the wine consulting and education company Wine 
and New Life. “However, with strong competition from 
imports, many companies are putting more effort into grow- 
ing better grapes to make wine.” 

One of those is Mercian, which accounts for more than 
a third of Japan’s domestic wine production. It began making 
wine in 1877, and continued production even during World 

-War II—“mainly for the tartrates [crystalline deposits formed 
during wine making], which were used in submarine radars,” 
explains Noboru Ueno, general manager of Mercian Win- 
ery. In recent decades, it has brought in foreign expertise 
through purchases of American and French wineries and the 
appointment of overseas consultants. 

The Mercian winery in Yamanashi produces 65,000 
cases a year, but its larger commercial winery churns out 10 
times this amount. Indeed, the Mercian range includes 
everything from mass-produced whites to specialist wines 
like its Signature Kikyogahara Merlot, Jyonohira Cabernet 
Sauvignon and the Private Reserve Hokushin Chardon- 
nay. Only a few hundred cases of these latter wines are 
produced each year. 

But, if Japanese producers are changing with the times, 
what of the consumers? “The average person in Japan is not 
familiar with wine,” says Kojima. “Japan is the biggest wine 
market in Asia, but that doesn’t mean that most Japanese 
are drinking wine regularly or even know very much about 
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Photos: Siam Winery 


wine.” In a market where most wine is sold in restaurants 
rather than in retail shops, customers rely heavily on the advice 
of sommeliers, or specialized wine waiters. 

“We have more sommeliers than France!” exclaims 
Kojima. “The Japan Sommelier Association recently pur- 
chased its own building in the centre of Tokyo,” he adds. 
“I don't think there is any country in the world that regards 
sommeliers with the kind of respect and stature that they 
enjoy in Japan.” 

But even as interest grows at home, Japanese wine mak- 
ers are increasingly looking to overseas markets, even small 
wineries that are already able to fully sell each year’s vin- 
tage. Grace Wine’s Misawa is very interested in the Hong Kong 
and China market, and asks: “Is there anyone you can 


recommend who will bring my wines into China?” = 


RECOMMENDED WINES 


2002 GRACE WINERY KOSHU, CUVEE MISAWA, PRIVATE RESERVE 
A light-bodied white wine that shows off the potential of the Koshu 
grape. The fruit is quite simple, yet the delicate floral and citrus 
flavours marry well and linger on the palate. 

Only 2,500 bottles produced. 


1997 MERCIAN JYONOHIRA CABERNET SAUVIGNON 

A medium-bodied, elegant version of this popular variety with silky 
tannins and cassis and earthy flavours. There are enough layers of 
fruit—hints of chocolate and mushroom intermingle with dark 
berries on the palate—to make it worth giving serious attention to 
this elegant wine. 

Only 3,000 bottles produced. 


1999 MERCIAN SIGNATURE KIKYOGAHARA MERLOT 

The deep colour gives a hint of the power behind this sweet, 
plummy, concentrated red wine, which is nicely framed by velvety 
tannins. Mercian considers this their flagship red wine, even 
though it’s only in its second vintage. 

Only 1,500 bottles produced. 
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FILM 


Thailand’s Next Wave 


At Bangkok’s film festival, the latest wave of young movie makers show it’s possible to resist the 
temptations of sensation and easy money to make meaningful work, writes Lim Li Min 


THAILAND’S PROLIFIC film industry has long been in 
danger of overheating as movie directors copy success sto- 
ries and compromise artistic standards in order to grab a 
slice of the commercial pie. But as the recent Bangkok Inter- 
national Film Festival showed, there is hope in sight. A new 
crop of young film makers, all mainly under the age of 
40, has emerged and is being hailed as Thailand’s “sec- 
ond new wave.” 

But the first wave—led by directors like Nonzee Nimibutr, 
43, and the award-winning Pen-ek Ratanaruang, 42, whose 
respective movies Dang Bireley and the Young Gangsters and 
Fun Bar Karaoke both premiered in 1997—showed at Bangkok 
that they remain a force to be reckoned with and that their 
influence is still strong on Thai cinema. “Their successes have 
pumped money into the industry and thrown the field wide 
open for everyone,” comments Kittisak Suwannabhokin, 
chairman of the Thai Film Foundation. 

So, who's in the second wave? Those making their debuts 
in Bangkok included the group of six young film makers 
behind the 2003 smash comedy Fan Chan (My Girl), who are 
collectively known as 365 Film Production. Veteran TV direc- 
tor Surapong Pinijkhar (The Siam Renaissance) also made his 
first appearance on celluloid at this year’s festival, as did Sin- 
gapore-based theatre director, Ekachai Uekrongtham (Beau- 
tiful Boxer) and Thanakorn Pongsuwan (Fake), who has pre- 
viously served as assistant director on numerous films. Also 
there was experimental film maker Pimpaka Towira (One 
Night Husband), the first Thai woman director to work with 
a major studio. 

This generation is cut from different cloth. Instead of com- 
ing from the glossy advertising world of high production- 
design values, most are straight out of film school or have a 
background in short films—and their unassuming, feet-on- 
the-ground films reflect this trained sensibility. Fan Chan, 
jointly produced by Thailand’s GMM Pictures, Hub Ho Hin 
Films and Tai Entertainment, scored a double first: It was the 
only Thai feature so far to be made by six directors, all in their 
late 20s, and who are all graduates of the film school at 
Bangkok’s prestigious Chulalongkorn University. 

Like its directors, Fan Chan’s school-going cast are all first- 
timers. A sunny romp about 10-year-olds in a rural Thai town 
in the late 1970s, the movie exudes plenty of youthful vim and 
surprisingly assured performances from the juvenile actors. 
“Can I join your gang?” asks the lead character, Jeab. And 
he does—but finds this comes with a bitter-sweet price. A 
major jaunt down nostalgia lane for Thai audiences, sprin- 
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PEN-EK RATANARUANG was in form at the Bangkok festival 


kled with Chopper bikes and droll soap-opera ditties, it’s 
also expected to travel well regionally. “Childhood is a pretty 
universal thing,” notes baby-faced director Nithiwat Thara- 
torn. “Hopefully the film’s success will spill over into the 
rest of the industry.” Made for a paltry $400,000, it raked 
in ticket sales of more than $3.5 million, beating The Matrix 





x 


Revolutions. The sleeper hit has been invited to show at the-+ 


2004 Berlin International Film Festival and has already been 
sold to several countries across Asia. 

Debut director Thanakorn Pongsuwarn's slightly self- 
indulgent Fake, a mood piece about three 20-something bud- 
dies drifting through Bangkok, shows the usual youthful tri- 
umvirate of sex, smoking and earnest discussions. But its 
fractured, hall-of-mirrors narrative works well, offering a rare 
tableau of the metropolis at play. Because it took such risks 
with the structure, most critics rooted for Fake, which was 
invited to screen at the Vancouver International Filrn Festi- 
val in September last year. 

But it wasn't just the new wave that made waves at the 
Bangkok festival. Pen-ek Ratanaruang’s 2003 art-house 
film, Last Life in the Universe, which bombed at the box office, 
took the Golden Kinnaree award in the festival's Asean Com- 
petition section. For the lead, Pen-ek cast award-winning 
Japanese star Tadanobu Asano, who went on to win the Best 
Actor award at last year’s Venice Film Festival. Seen through 
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VARIED SHOWING: Anuchit Saphanphong (top) in Ithhisoonthon 
Vichailak’s Overture; child actors Charlie Treerat and Focus 
Jeerakul (centre) in 365’s Fan Chan; and Sinitta Boonyasak 
(bottom) in Pen-ek’s critically acclaimed Last Life in the Universe 





cinematographer Christopher Doyle’s languorous camera, 
the film tells an elliptical tale of two unlikely souls connect- 
ing. The two protagonists are a suicidal, obsessive-compul- 
sive Japanese man and a Thai bar girl who lives in a seaside 
bungalow so messy it’s positively apocalyptic. The lonely duo 
forge a sweetly tender relationship. 

“The first wave of directors are still doing films, but in a 
different way. They havent gone into a rut,” says Philip Cheah, 
director of the Singapore International Film Festival. This 
point was reinforced by Nonzee’s 2003 Okay Baytong, a film 
set in Thailand’s Muslim south, which won high praise for its 
quiet observation of a Buddhist monk taking his first falter- 
ing steps into secular society. 

Unfortunately, maverick master-director Apichatpong 
Weerasethakul’s The Adventures of Iron Pussy, issued straight 
to VCD, was pulled at the last minute. Jointly scripted by 
Apichatpong and the talented original director of the first 
Tron Pussy, Michael Shaowanasai, the detective film is a par- 
ody on steroids, starring the campy protagonist in thigh- 
high white boots, teetering impossibly from one high-drama 
plot to another. 

Critics griped that second-time director Ithhisoonthon 
Vichailak’s The Overture would have been a better opening 
movie than The Siam Renaissance, a $2.5 million bombas- 
tic, revisionist take on early 2oth-century Thai politics. 

“This is a film in search of ourselves as Thais,” says 
Ithhisoonthon of The Overture. “Very few know anything about 
great Thai musicians.” The film is set in 1886 and tells the 
fictional tale of a classical Thai musician who plays the ranad, 
a wooden xylophone. “You will taste ambrosia,” predicts a 
character from the film. And indeed, the sumptuous, bravura 
soundtrack alone should convince its audience that this is his- 
tory worth revisiting. 

In total, 14 very different Thai films were showcased, 
running the spectrum of staples from the katoey (transves- 
tite) and ghost-comedy numbers, to moody art-house flicks 
and lavish historical dramas. The overall quality was decid- 
edly chequered, dragged down by Thailand’s usual bug- 
bears—poor editing and scripting. Angulimala, which kicked 
up a storm of protest over its controversial Buddhist con- 
tent, and Omen, from the directors Oxide and Danny Pang, 
were prime examples of that. 

Still, that so many genres were represented was a sign 
of the industry’s rude health. More than 50 movies were 
released last year, and up to 70 may materialize in 2004— 
the peak was the early 1970s and 1990s, when more than 100 
films were produced. 

But out of last year’s total, only one-fifth made it big at the 
box office, possibly because so many were copycat remakes 
of old hits. In 2003, Thai screens were awash with more fast- 
buck ghost and screwball comedies than you could wave a 
ticket stub at. “Thai films are still finding their place in the 
world arena,” says Michael Werner, co-chairman of Fortis- 
simo Films, a Hong Kong-based movie-sales company. Not 
all the festival's Thai films may have hit the right notes, but 
when they did, it was sweet. = 

Lim Li Min is a writer based in Malaysia 
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The Stamp Of Success 


Building a public-relations business in China is a bit like collecting stamps—it’s a methodical 
process that requires attention to detail and a great deal of patience 
































WHEN THE MANAGING DIRECTOR 
of one of Hong Kong’s largest public-rela- 
tions companies stresses the importance 
of time, effort, patience and attention to 
detail, few are likely to raise an eyebrow. 
But Strategic Financial Relations’ boss 
Richard Tsang’s comments are less 
about his experience of the public- 
relations industry than the 
hobby he inherited from his 
father: stamp collecting. 

Postage stamps may not 
be the collectible of choice 
among Hong Kong’s chief 
executives, but Tsang is con- 
vinced that the hobby shaped 
his values. The study of 
histories, catalogues and the 
“time-consuming task of ex- 
changing stamps to complete 
collections” can, says Tsang, “help 
to train a person” to look at details. 
Now Tsang is turning his attention to 
detail to the growing market for public- 
relations services in China. 

While Tsang doesn't attribute the success 
of his company to just the skills learnt in stamp 
collecting, the same methodical process is visi- 
ble in both. He says expansion into China is the 
next stage in a “step-by-step” approach he has 
adopted since founding Strategic Public 
Relations Group in 1995. Having initially 
focused on what he regards as the core business 
in Hong Kong, the group now has offices in Bei- 
jing, Shanghai and Guangzhou. 

Last year the group’s core-business arm, Strate- 
gic Financial, handled the initial public offerings 
for 28 companies in Hong Kong and currently lists 
99 major clients ranging from Aeon Stores to LCD 
manufacturer Varitronix International. The com- 
pany claims to be the largest financial-relations 
consultancy in the territory, with annual revenues 
of around HK$50 million ($6.4 million). But the 
prospect for “extreme growth’ is far greater in 
China, says Tsang. 

Strategic Group faces strong competition on the 
mainland, not only from foreign-owned firms that 


have a presence in China, but also from the growing 
number of Hong Kong and Chinese consultancies. But 
Tsang argues that most of the public-relations work 
being done in China is on behalf of multinational 
companies, a trend that he is not seeking 
to capitalize on. 

Instead, Tsang’s focus is on build- 
ing a client base among Chinese- 
owned-and-operated companies. 
From this perspective, he says, the 
market for public-relations work 
in China “is still very new, very 

green.” As a result, a major 

challenge is to persuade 
prospective clients of the value 
of public-relations work over 
more traditional advertising 
and the system of guanxi, or 
relying on connections to 
advance business interests. 

One way Tsang hopes to 
achieve this is through his choice 
of personnel. “I want to hire purely 
local professionals,” he says. 

The advantage, according 
to Tsang, is that local profes- 

sionals have a better understanding of local condi- 

tions. But Tsang concedes that the strategy has its 
difficulties, one of which is the lack of sufficient expe- 
rience among mainland graduates. 

A more significant challenge may be cultural. “The 
word ‘consultant’ is important,” Tsang says, referring to the 

distinction between his Hong Kong employees and the mostly 
in-house-trained professionals he recruits in China. “Consultants 
have to be outspoken, you have to be able to tell the boss he is 
wrong.” Such a tactic can be problematic, Tsang concedes, in a 
culture that is “quite obedient.” 

a Tsang now has 40 consultants employed in his three main- 
land offices. But if the future of Strategic in China lies with 
local companies, as Tsang maintains, what about expansion 
beyond the big three of Beijing, Shanghai and Guangzhou? 
Despite predicting extensive opportunities in western and 
central China, especially in centres of heavy industry such as 
Wuhan, Chengdu and Chongqing, Tsang says expansion into 
those areas is “looking too far ahead” for Strategic. He thinks 
there is still room for growth in the markets where the company 
has only recently established a presence. STUART BIGGS 
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| Letters o 


Monkey BUSINESS 
Your fine publication slipped a bit on 
the cover of the January 29 issue, 
which carried the line: Better Times: 
Prospects for the Year of the Monkey. 
What you depicted was not a monkey, 
but an ape, specifically an orang-utan, 
our most endangered regional cousin. 
Given where mega-fauna body parts 
are mostly shipped, his attire acquired 
a painful irony, too. 

SCOTT ROLSTON 

Vientiane 

Editor's Note 
There are indeed distinctions between 
monkeys and apes in nature, but in strict 
etymological terms, a monkey describes 
an ape. The word “monkey” originates 
from a literary reference in Low German 
to the son of Martin the Ape in the epic 
tale “Reynard the Fox.” We would hate to 
exclude the great apes from enjoying their 
moment of astrological fame. Happy Year 
of the Monkey! 


PHILIPPINE POSITION 

I congratulate the Review for its 
insights in Poll Positions {Jan. 29], 
where you say that the upcoming 
presidential contest “will likely be 
between [Gloria Macapagal-Arroyo], 
the champion of the middle classes, 
and the actor [Fernando] Poe, a friend 
of the late Marcos.” I would think a 
review of the history of Asia certainly 
shows that it is champions of the 
middle class who brought growth to 
their countries. 

However, I take exception to your 
statement that President Arroyo has 
“failed to deliver the economic pro- 
gress she promised.” Despite attempts 
to topple the government, despite 
global terrorism directed at our coun- 
try and despite the general weakness 
of the world economy, Philippine GNP 
grew 5.5% in 2003. This is not bad 
compared to growth rates of other 
countries in the region. 

You also claim that the unemploy- 
ment rate “rose to 12.7% in July 2003 
from 11% a year earlier.” You failed to 
note that Philippine unemployment 
rates seasonally go up in July—because 
college graduation here is in June, and 
graduates in the next few months are 


still on a job-hunt. The unemployment 
rate a few months later, in October 
2003, had gone down to 10.1%. This 
figure was released in December, and 
I’m surprised you did not use this 
more recent data. 

Since President Arroyo took office 
in January 2001, 3.4 million jobs were 
created. In comparison, only 1.3 mil- 
lion jobs were created during Joseph 
Estrada's three-year term. . 

RIGOBERTO D. TIGLAO 
Presidential Chief of Staff 
Office of the President of 


the Republic of the Philippines 
Manila 


Tarwan’s RIGHT TO VOTE 
Į am glad that the international media 
is finally paying attention to the real 
threat of China’s missiles aimed at 
Taiwan, which you rightly point out 
in Chen Launches His Missile Vote 
[Jan. 29]. Regardless of President 
Chen Shui-bian’s electoral motives in 
holding a referendum, China’s mili- 
tary aggression towards Taiwan is not 
only real, but in fact increasing at an 
alarming rate. The referendum on 
China’s missile build-up, then, will be 
a creative and formal way of high- 
lighting to the world China’s threat to 
regional security. 

The second referendum question 
on peaceful cross-strait negotiations is 
Cher's gesture of goodwill to China. 
Unfortunately, China has responded 
with only more bellicose verbal threats. 
Thus, it should be plainly obvious 5 
which side is committed to peace and 
which is disturbing the peace. 

Ona final note, the referendum in 
and of itself is a basic democratic prac- 
tice and should be lauded as a mile- 
stone in Taiwan’s ongoing demo- 
cratization process. Representative 
governments around the world should 
be supporting this referendum, rather 
than opposing it. 

AMY HSIEH 
Taipei 
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Proliferation Bombshell 


Pakistan’s chief nuclear scientist confesses to secret moonlighting with rogue states 


PAKISTAN’S AUTHORITIES now admit that the country has 
been an unwitting source of nuclear-weapons technology for Iran, 
Libya and North Korea. (See related article on page 14.) Abdul Qadeer 
Khan, the father of Pakistan's nuclear-weapons programme, is 
reported to have confessed to moonlighting as a nuclear-secrets 
freelancer, selling know-how and technology for making fissile 
materials. But while money may have been one motive—Mr. Khan 
allegedly has a stable of properties out of proportion with his offi- 
cial income, and there's the delicious story of a military aircraft 
used to ship furniture to his hotel in Timbuktu—more worry- 
ing are possible ideological reasons for proliferating. 

The claim so far is that Mr. Khan gave North Korea a leg 
up in its nuclear programme to deflect attention from Pakistan. 
However, helping Libya and Iran may have been his larger 
goal—spreading nuclear prowess to the Muslim world. If true, 
then Mr. Khan is more than just a fence for stolen atomic 
technology, but one who may have been impelled by ideologi- 
cal beliefs, and who took seriously his moniker—he’s known as 
the “father of the Islamic bomb.” 

This would make Mr. Khan a greater danger than his pur- 
suers think. A common thief can be locked up; end of story. 
An ideologue is likely to be part of a movement, and equally 
likely to have others ready to pick up where he leaves off. 


Nuclear weapons largely have been instruments of strategic 
geopolitics. But Mr. Khan may have sought to throw religion 
into the mix, attempting a nuclear balance between the non-Mus- 
lim world and (selected) Islamic polities. Ifreports about Mr. Khan 
bear this out, then conclusively ending Libya and Irans nuclear 
ambitions may be even more important than putting a stop to = 
North Korea’s nuclear blackmail, dangerous enough as it is. 

All this reinforces the need for evidence that Islamabad truly 
has all its nuclear facilities secured, as well as the technology for 
making actual weapons from fissile materials. Officials who 
briefed Pakistani journalists on Mr. Khan's alleged confession 
apparently did not make any link to the intelligence service or 
the military, which oversees Mr. Khan's laboratory. Thus, ques- 
tions persist over how his blackmarket trade could have eluded 
detection for over a decade. By extension, many wonder if author- 
ities in fact have full control of sensitive facilities. 

Pervez Musharraf deserves credit for facing Pakistan's past 
as a nuclear proliferator. But Mr. Khan's confession throws up 
fresh concerns. Ata minimum, Gen. Musharraf needs to show 
that hardline ideologues have been vetted out of nuclear insti- _ 
tutions—admittedly, no easy thing. But he also needs to set a 
precedent that no moonlighting proliferator will escape prose- 
cution, if Pakistani proliferation truly is to be ended. = 


TV Demand The Philippines needs to put an end to political buccaneering 


ACCORDING TO Philippine President 
Gloria Macapagal-Arroyo, the appearance 
on television by a gang of military officers 
demanding the resignation of the defence 
secretary represented only “an isolated 
incident.” But in truth, this was only the 
latest example of Philippine military offi- 
cers attempting to influence politics, an 
inclination we have no sympathy for. 

Eighteen years after “People Power” 
was supposed to have marked a break 
with strong-arm tactics—and Corazon 
Aquinc’s installation as an elected presi- 
dent was to have established a fresh norm 
of democratic governance-—the tempta- 
tion to take short cuts around the ballot 
box sadly is still alive. 

This failing is all the more glaring 
when compared to the rest of democratic 
Southeast Asia, where representative gov- 
ernment, though not perfect, is being 


nurtured. Civilian rule in Indonesia, for 
example, has been affirmed and is taking 
root. But in Manila, rumours of coup 
plots turn up at almost regular inter- 
vals, certainly since Mrs. Arroyo assumed 
office in 2001. And usually there is no 
shortage of people willing to believe the 
rumours—a credulity reinforced by the 
impression that something of the same 
has happened before. 

Mrs. Arroyo bears some responsibil- 
ity for the persistence of the belief that raw 
power, including street power, can be as 
legitimate an instrument of political 
turnover as elections. But as we have said 
before, though Joseph Estrada may not 
have been our ideal president, there is no 
arguing that he was legitimately elected. 
For that reason, we've long had a problem 
reconciling with the manner in which 
Mrs. Arroyo was installed in Malacanang. 


Calling it People Power Il—even with the 
emphasis on “people’—doesn't make it 
any more democratic. 

Is it any wonder that three years on, 
Mrs. Arroyo continues to face opposition 
by extraordinary means? (Half a year ago, . 
renegade troops briefly took over a shop- 
ping mall in Makati, rigged explosives 
around the complex and demanded her 
resignation.) Mrs. Arroyo could have 
cemented her legacy if she’d stuck to her 
original decision not to run for the pres- 
idency this year, and by doing so signalled 
an end to the old paradigm. But she 
changed her mind. Now having done so, 
she should at least explain how she plans 
to strengthen constitutional processes 
if elected. Almost two decades after Mar- 
cos, the Philippines still needs a strong 
affirmation of prudential constitutional 
processes over raw power. © 
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| Intelligence 


U.S. Clarification on 
Malaysian Firm 


United States officials say press reports about Malaysia’s 
role in allegedly manufacturing centrifuge parts for Pakistan's 
top nuclear scientist Abdul Qadeer Khan for export to third 
countries, including Iran, Iraq and North Korea, have been 
exaggerated. A senior U.S. official tells the Review that 
Malaysian components found in centrifuges exported for 
enriching uranium were “dual-purpose parts that can be used 
in any number of applications.” The official adds that “we have 
no record of the firm in question being a regular supplier 
for proliferating states.” U.S. Undersecretary of State for Arms 
Control John Bolton did not raise charges with Malaysian offi- 
cials that the unidentified Malaysian firm had helped Pak- 
istani nuclear scientists produce centrifuges for enriching ura- 
nium when the U.S. official visited Kuala Lumpur in late Jan- 
uary, the official says. The U.S. was aware of the allegations 
prior to the confessions by Khan, the father of Pakistan's 
nuclear-arms programme who faces the possibility of prose- 
cution. (See article on page 14.) 


AUSTRALIANS NAB SOPHISTICATED TRAWLER 

Australian fisheries authorities fear that the seizure of a mod- 
ern trawler off the north coast of Australia indicates that 
Indonesia’s fish poachers are becoming more organized 
and ambitious. The Indonesian-owned vessel, crewed by 22 
Thai nationals and carrying a large amount of reef fish, was 
caught on January 21 near the remote port of Gove and towed 
to Darwin. It is the first time an Indonesian vessel has been 
caught in Australian waters operating with a foreign crew. But 
Australian fisheries authorities are particularly concerned 
about the sophistication of the ship and its large capacity. Boats 
stopped in the past have been ill-equipped, relatively small 
and crewed by poor Indonesian fishermen. But equipment 
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on board the seized vessel included a Global Positioning Sys- 
tem receiver and a colour echo-sounder, which provides a pic- 
ture of the seabed and of shoals of fish. “This is a very, very 
serious issue for this country. These were certainly not fish- 
ermen who had lost their way,” says a spokesman for Fish- 
eries Minister Ian Macdonald. The Thai crewmen are being 
held in Darwin pending legal action, while 14 dogs found 
on board are being confined to quarters on the boat because 
of their “sizeable quarantine risk,” says the spokesman. 


U.S. DrpLoMat’s SECURITY-FORUM VISION 

Senior United States diplomat James Kelly believes talks 
on North Korea’s nuclear-weapons programme may even- 
tually be expanded to include other regional security issues 
and morph into a new permanent Asian security forum. Kelly 
expressed that view during discussions with Association of 
Southeast Asian Nations diplomats in Bangkok on January 
30. “The only multilateral security dialogue in Asia, the Asean 
Regional Forum (ARF), has improved but it has improved 
slowly,” Kelly told the Review after the meeting. “Too often 
in the past, the Southeast Asian discussion of Northeast Asian 
security issues is too much off the point.” The assistant 
secretary of state for East Asian and Pacific affairs suggested 
that the current six-nation talks framework on North Korea 
could work in tandem with the ARF to discuss regional secu- 
rity issues. Kelly did not elaborate, but he also suggested 
the U.S. might be willing to provide “resources and money” 
to help expand the ARF’s ability to address more Northeast 
Asian matters. “We don't have as many opportunities to be 
present and participate in the East Asian and Southeast Asian 
multilateral process as we might wish,” said Kelly. “So we 
want to make [the ARF] as good as they can be.” A second 
round of the six-nation talks, gathering North Korea with 
China, Japan, Russia, South Korea and the U.S., is set to open 
in Beijing on February 25. 


AFGHANISTAN GETS NEw Spy CHIEF 

Afghanistan's intelligence service has a dynamic new chief 
who is expected to reform and streamline the cumbersome 
organization. Amrullah Saleh was appointed by President 
Hamid Karzai in late January to replace Arif Khan, who 
will become a minister without portfolio, according to sen- 
ior Afghan officials. The president and his foreign spon- 
sors have long called for reform and reduction of the 30,000- 
strong intelligence service, which was established in the 
1980s by the late anti-Taliban Tajik leader Anmad Shah 
Masud and has played an important role in helping British 
and United States forces to counter the threat from Taliban 
fighters. The U.S. Central Intelligence Agency and Britain's 
MIG have launched a joint programme to try to modernize 
the service, but its continuing domination by ethnic Tajiks 
has angered the country’s Pashtuns, including Karzai and 
Finance Minister Ashraf Ghani. Under Tajik control, the 
agency has been accused of discrimination against rival 
ethnic groups and of human-rights abuses. Saleh is governed 
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more by nationalistic than ethnic considerations. He recently 
broke ranks with fellow Tajiks such as Defence Minister 
Mohammed Fahim and sided with Karzai over the adoption 
of a new constitution that ensured a strong presidency. A 
modernizer, Saleh is keen to establish a smaller, more cred- 
ible intelligence agency which is supported by all the coun- 
try’s ethnic groups and is free of the taint of human-rights 
abuses, according to associates of Karzai. 


CHIRAC WORRIES FRENCH TRADERS IN TAIWAN 
President Jacques Chirac’s recent criticism of Taiwan has trig- 
gered fears of a backlash against French firms trading with the 
island republic. During a visit to Paris by Chinese President 
Hu Jintao on January 26, Chirac admonished Taiwan Presi- 
dent Chen Shui-bian for his plans to hold a referendum dur- 
ing the island’s March 20 presidential election. Chirac said the 
referendum, which China sees as a step toward formal inde- 
pendence, would be a “grave error.” His comments sparked 
anger in Taiwan. Chen accused Chirac of hypocrisy, given 
France’s own history of referendums, and Taiwan cancelled 
two official delegations to Paris. Some Europeans are worried 
that anger could spill over into business ties between Taiwan 
and France, which had $2.5 billion in two-way trade in the first 
11 months of 2003, and possibly even affect other European 
companies such as Airbus. “They are nervous locally, of 
course,” says one European businessman, referring to Tai- 
wan-based French executives. But he also says Chirac’s chid- 
ing may have been as much an effect as a cause, since some 
European companies feel they haven't been getting their 
fair share of Taiwanese business in recent years. “Taiwan 
should not be surprised when there is a lack of strong economic 
cooperation that this kind of thing happens.” 


AILMENT THREATENS GENERAL’S RISE 
Indonesian army chief Gen. Ryamizard Ryacudu, whose 
nationalist views and xenophobic pronouncements have 
caused concern overseas, has a debilitating back ailment that 
may affect his chances of becoming the next armed-forces 
commander. Military spokesmen won't comment on his con- 
dition, but Western diplomats say Ryacudu underwent treat- 
ment in Tokyo in mid-January, five months after keyhole sur- 
gery in England for lower back problems thought to have 
been caused by parachute jumps earlier in his career. He also 
suffers from gout, another reason for the difficulty he finds 
in walking comfortably. The son-in-law of former Vice- 
President Try Sutrisno, Ryacudu hasn't been seen in public 
since early January and was absent on January 24 from an 
annual gathering of senior officers to review military plan- 
ning for the year ahead. The meeting was called by Gen. 
Endriartono Sutarto, the man he has been tipped to succeed 
as armed-forces commander. One of Ryacudu’s more con- 
troversial statements, which he made last year, was that the 
West was out to destabilize Indonesia by funding the work 
of non-governmental organizations. He has also shown a dis- 
taste for human-rights groups. 
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North Korean Nuclear Talks Set to Resume 


After a six-month break, talks over the future of 
nuclear weapons in North Korea are scheduled to 
resume in Beijing from February 25. Representa- 
tives from the United States, China, Russia, Japan 
and South Korea will meet with North Korean 
representatives to discuss the issue of North 
Korea’s nuclear-weapons programme. Pyongyang 
has recently offered to freeze its programme if the 
U.S., among other things, takes it off its list of 
terrorist countries and lifts political, economic 
and military sanctions. Washington has said it 





SIX POWERS: New meeting 


ssajnay 


will listen to Pyong- 
yang’s proposals but 
will not lift its sanctions 
in exchange for North 
Korea stopping its 
nuclear programme, 
which the country had 
agreed to do once 
before in the 1990s. 





Chinese researchers have learned 
that the virus behind last year’s 
deadly outbreak of Severe Acute 
Respiratory Syndrome evolved to 
become much more infectious to 
humans than when the outbreak 
began. The scientists focused on 
why the virus was able to infect 
only about 3% of people who came 
into contact with it in the early 
stages of the epidemic, while a few 
months later it infected about 70% 
of the people it met. Scientists 
looked specifically at the evolution 
of one of the Sars virus’s tools for 
entering a cell, known as the spike 
protein. In the early stages of the 
disease, the genetic make-up of 
the spike protein changed fre- 
quently, but in the latter stages, it 
changed little because, scientists 
think, it had perfected its ability to 
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attack humans. The findings stress 
how important it is for a new 
disease to be identified and 
stopped quickly to prevent that 
sort of mutation. “If we could 
catch the virus before it had a 
chance to make these mutations, 
you could abort an epidemic,” 

said one scientist who was not 
involved in the research. 
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SARS: The disease became more infectious 






PHILIPPINES 


The government said it 
had narrowed its budget 
deficit in 2003 for the 
first time since 1998, 
when it began to suffer 
shortfalls. The govern- 
ment said that the 
deficit last year reached 
almost 200 billion pesos 
($3.6 billion), which was 
1% better than predicted 
and about 5% less than 
the 2002 deficit. Offi- 
cials credited improve- 
ments in tax-collection 
efforts and simplified 
payment procedures for 
the better result. 


THAILAND 


The central bank raised 
its growth forecasts for 
2003 and 2004 even 
though it estimated that 
the current outbreak of 
bird flu would shave 0.2 
of a percentage point off 
GDP. The Bank of Thai- 
land raised its forecast of 
growth this year by 
nearly one percentage 
point, to 6.3%-7.3%. One 
bank official said that 
government spending 
could be expected to 
partly offset negative 
impacts from bird flu. 











Unidentified attackers 
killed a police officer in 
southern Thailand amid 
continuing tensions in 
the region. A police 





BATON-WIELDING police 
beat back pro-democ- 
racy protesters in 
Nepal's capital, Kath- 
mandu, as a general 
strike erupted in vio- 
lence. Eyewitnesses saidi 
that dozens of student 
protesters, political 
activists and police were 
injured. An estimated 
15,000 demonstrators 
marched through the 
centre of the capital to 
protest against a govern- 
ment crackdown on pro- 
democracy forces. The 
strike shut down schools 
and businesses in and 
around the capital. 


official said that a 
Buddhist temple had also 
been damaged in an 
apparently unrelated 
attack. These attacks 
and many more earlier 
this year have been 
blamed by Thai officials 
on Muslim separatists in 
the area as well as on 
bandit gangs. 


SOUTH KOREA 


President Roh Moo 
Hyun replaced his top 
national-security and 
military advisers amid a 
continuing dispute 
between those forces 
within his administration 
who support closer ties 
with the United States 
and others who want 
more independence. Roh 
replaced his foreign 
minister last month for 
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failing to stop ministry 
officials from criticizing 
Roh advisers for being 
anti-American. 


Industrial output grew at 
its strongest pace of the 
year in December, and 
booming exports contin- 
ued to offset falling 
capital investment and 
sluggish consumer 
spending. Industrial 
production grew more 
than 10% in December 
from the previous year, a 
big improvement over 
the 4.5% year-on-year 
improvement in Novem- 
ber. December’s exports 
recorded the biggest 
increase since 2000. 


HONG KONG 


Property sales rose 55% 
in January from a year 
earlier, probably the 
strongest signal yet that 
the city is emerging 
from a property slump 
that has lasted more 
than six years. Apart- 
ment sales were particu- 
larly strong. According 
to the government, 
growing numbers of 
mainland Chinese have 
fuelled spending in 
general, which has 
helped boost consumer 
sentiment and support 
the property recovery. 





Y 





JAPAN PAKISTAN 


Industrial electronics 
makers reported 
increases in profits for 
the last quarter of 2003 
thanks in particular to a 
solid recovery in their 
semiconductor busi- 
nesses. Toshiba, Fujitsu 
and NEC all reported 
either significant 
improvements in earn- 
ings or turnarounds from 
losses in the same 
quarter a year earlier. 
However, sales of 

some products such as 
PCs continued to lag 
and dragged down the 
companies’ overall 
results. 
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TSUCHIYA: Convicted 


A chemist has become 
the 11th person sen- 
tenced to death in con- 
nection with a 1995 
chemical attack on the 
Tokyo subways in which 
12 people were killed and 
thousands more were 
made ill. Prosecutors said 
that Masami Tsuchiya was 
the second-most impor- 
tant man in the Aum 
Shinrikyo cult that was 
headed by Shoko Asa- 
hara, now on trial and 
who also faces the death 
penalty if he is convicted. 
A verdict is expected in 
his case this month. 


LOOKING UP: Hong 
Kong’s property market 





Abdul Qadeer Khan, 
called the father of his 
nation’s nuclear bomb, 
has allegedly signed a 
confession that he had 
provided nuclear 
weapons designs and 
technology to Iran, 
North Korea and Libya 
over the last 15 years. 
(See article on page 16.) 
On January 31 the 
government announced 
that Khan had been 
sacked as an adviser to 
the prime minister. 


AUSTRALIA 


The chief executive of 
National Australia Bank 
quit on February 2 
following big currency- 
trading losses. Frank 
Cicutto, who had been 
with the bank for 37 
years, was replaced by 
John Stewart, who joined 
the bank less than six 
months ago. Four cur- 
rency traders have been 
suspended while the 
bank investigates allega- 
tions that the four made a 
wrong call on the direc- 
tion of currency options 
and then tried to cover up 
their mistakes. 


The ruling Bharatiya 
Janata Party offered a 
modest interim budget 
that analysts said was 
designed to woo rural and 
middle-class voters. 
Finance Minister Jaswant 
Singh offered some 
sweeteners to business, 
markets and average 
voters in the form of 
spending promises and 
pledges of reform. 
Parliament is to be 
dissolved soon and 
elections set for a period 
in April and May. 





SPOTLIGHT 


VINDICATED: 
Shuji Nakamura 
won a rare 
court victory in 
Japan for 
inventors 





CASHING IN 
When engineer Shuji Nakamura made a billion- 
yen breakthrough that gave his former company, 
Nichia Corp., the highly sought-after patent fora 
key electronic technology, he was rewarded with 
a bonus of ¥20,000 ($189). Last week, a Tokyo — 
judge ruled that the amount was far too mea- _ 
gre and ordered Nichia to pay Nakamura 1 mil- 
lion times that amount: ¥20 billion. 

The Tokyo District Court’s ruling in favour of 
Nakamura, the inventor of a device called a blue- 
light-emitting diode, echoed loudly in boardrooms 
across Japan. The decision was widely expected 
to lead to bigger bonuses for corporate inven- 
tors and was seen as a challenge to the long-held 
notion that salarymen, even extremely talented 
ones, should devote themselves selflessly to their 
companies and not expect much in return. 4 

An editorial in the Nihon Keizai Shimbun, 
Japan’s leading business paper, even fretted that 
the ruling would lead Japanese companies to shift 
their research and development functions over- 
seas for fear of facing a spate of similar suits from 
dissatisfied engineers. 

But the actual repercussions are unlikely to 
be quite so far-reaching. In its ruling, the court 
said that Nakamura’s case was unusual. Unlike 
many Japanese research engineers, he worked 
mostly by himself and his invention was espe- 
cially lucrative for Nichia—some ¥121 billion in 
profits, the court said. The ¥20 billion was the 
full amount demanded by Nakamura, who is 
now a professor at the University of California 
at Santa Barbara. Todd Zaun 
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global investigations and 


anger among Pakistanis 


PAKISTAN 





The Bomb Traders 


The army offers an account of how a top scientist ran a complex trading scheme to share nuclear 
designs and technology with Iran, North Korea and Libya. Expect major aftershocks 


THE FATHER OF Pakistan's nuclear bomb, 
Abdul Qadeer Khan, has signed an 11- 
page confession saying that during the 
past 15 years he had provided Iran, North 
Korea and Libya with designs and tech- 
nology to develop nuclear weapons, a Pak- 
istan army general reported in a two-and- 
a-half-hour briefing for 20 selected Pak- 
istani journalists in Islamabad. 

The government has long denied that 
it or its scientists were responsible for 
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nuclear proliferation outside Pakistan. 
Pakistanis compared the shock of the 
army’s disclosures to the loss of East Pak- 
istan in 1971, and the statements are sure 
to have aftershocks overseas as well, par- 
ticularly in continuing international nego- 
tiations to curb nuclear programmes in 
Iran and North Korea. Revelations of 
Khan's connections to China, Malaysia 
and the Gulf state of Dubai could also 
have significant repercussions. 


By Ahmed Rashid/LAHORE 


Pakistan’s President Pervez Mushar- 
raf has been under pressure from the 
United States government to come clean 
on his country’s nuclear proliferation. 
Pressure grew recently as Libya and Iran 
have disclosed potentially incriminating 
information to the International Atomic 
Energy Agency, or IAEA. 

Musharraf’s decision to disclose 
Khan's confession has been seen by 
observers as an attempt to deflect accu- 
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sations that the army itself is a serial 
nuclear proliferator. Musharraf must now 
satisfy U.S. and world concerns that he is 
serious about curbing proliferation, while 
warding off hostile opponents at home 
who accuse him of acting on behalf of the 
U.S. government. 

On February 4 Khan met with 
Musharraf in Islamabad to claim full 
responsibility for Pakistan's prolifera- 
tion and ask for clemency, the 
government reported. Khan 
told Pakistani television that 
Musharraf had been “ex- 
tremely kind and understand- 
ing” in the meeting. 

“Islamabad is desperate 
to close this potentially explo- 
sive case,” says Najam Sethi, 
editor of The Daily Times in 
Lahore. “Musharraf’s strategy 
seems twofold: Admit a degree 
of guilt, but absolve the state 
by attributing it to a few greedy 
scientists.” 

On January 31 the govern- 
ment announced that Khan, 
the head of Pakistan’s nuclear- 
weapons programme since 
1975, had been sacked as 
adviser to the prime minister. 
The decision came after a 
meeting of the Nuclear 
National Command Authority, 
which is made up of senior 
military and civilian leaders 
who oversee the country’s arse- 
nal of an estimated 30-40 
nuclear bombs. 

The government has not 
said whether Khan and 
Mohammed Farooq, a for- 
mer director-general of Khan 
Research Laboratories (KRL), 
will be prosecuted under the Official 
Secrets Act. KRL is the key research, 
nuclear-bomb and missile-making facil- 
ity in Pakistan and was named after 
Khan. A total of four scientists and 
three army officers responsible for 
security at KRL are still being detained 
and are under investigation. 

The government says Musharraf will 
discuss Khans plea for clemency with the 
Nuclear Authority. The authority has said 
it “condemns and distances itself in cate- 
gorical terms from individual acts of indis- 
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cretion in the past.” It said that Khan was 
removed to “facilitate” the investigation. 
Initially Khan was asked to resign, but he 
said he had done nothing wrong. 

Khan is known for a massive ego and 
high spending—he owns some 22 prop- 
erties in Islamabad alone. He is now 
under house arrest at his luxurious 
Mediterranean-style villa outside Islam- 
abad, and is the subject of continuing 





HERO: Scientist and alleged proliferator Abdul Qadeer Khan 


investigations. “I will be targeted, natu- 
rally. Who made the atom bomb? I made 
it. Who made the missiles? I made them 
for you,” Khan told Geo, a Pakistani satel- 
lite channel, in late January. 

A cabinet official in Islamabad told the 
Review that Khan would probably be 
pardoned “for his contribution to the 
nation and to avoid domestic unrest,” a 
decision that he said would likely be 
announced soon in a national television 
address by Musharraf. 

The army’s initial attempts to limit the 


investigation to Khan's contacts with Iran 
were clearly not going to be enough when 
the U.S. and the IAEA had also charged 
that Khan’s designs for his Pak-2 gas cen- 
trifuges, which enrich uranium for 
nuclear weapons, were provided to North 
Korea and Libya. U.S. and British scien- 
tists are now investigating sheaves of 
Libyan documents and bomb-making 
equipment including centrifuges. The 
materials were flown to 
Texas in late January as part 
of a U.S.-British deal with 
Libyan leader Col. Muammar 
Qaddafi. 

In his confession, as 
related by the army officer, 
Khan said he did it not for the 
money but because he thought 
the emergence of more 
Muslim states with nuclear 
weapons would ease U.S. 
attention on Pakistan’s bomb- 
making efforts. He said this 
would help strengthen the 
Islamic world—though that 
does not explain his coopera- 
tion with North Korea. 

In the confession Khan 
reportedly absolved the army 
of any wrongdoing. “He does 
not mention the armed 
forces,” said the official. 
“There were intelligence lapses 
on our part and we admit to 
them,” the official added. 

That is unlikely to convince 
international inspectors or the 
Pakistani public, who have 
long believed that the army has 
always controlled Pakistan's 
nuclear programme. After 
the confession, The Washing- 
ton Post reported that, accord- 
ing to a senior Pakistani investigator 
and friend of the scientist, Khan told 
investigators that he helped North Korea 
design and equip its nuclear programme 
with the full knowledge of senior military 
commanders, including Musharraf, 
who is also army chief of staff. Khan 
urged investigators to question army com- 
manders and Musharraf, asserting that 
“no debriefing is complete unless you 
bring every one of them here and debrief 
us together,” the Post reported. 

Officials said Khan first began >> 
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to transfer designs, drawings and com- 
ponents for gas centrifuges to Iran from 
1989 to 1991. He then transferred simi- 
lar technology to North Korea and Libya 
between 1991 and 1997. Officials say 
these transfers ended when the Nuclear 
National Command Authority was estab- 
lished in 2000 under Musharraf to take 
control of Pakistan's nuclear programme 
and assure the U.S. that no proliferation 
was taking place. 

However the U.S. has said nuclear- 
technology transfers from Pakistan took 
place as late as August last year, when a 
ship carrying centrifuge parts of Pakistani 
design was seized by the U.S. Navy in the 
Mediterranean, headed for Libya. In addi- 
tion, in 2002 U.S. satellites pho- 
tographed Pakistani army transport air- 
craft taking off from North Korea. U.S. 
officials said last year that Pakistan had 
constructed an elaborate barter deal in 
which Pakistan delivered centrifuges to 
North Korea in exchange for missiles. 
The U.S. officials have said that Khan has 
travelled to North Korea a dozen times. 

Since the briefing on the confession, 
North Korea has announced it has agreed 
to resume talks with the U.S. and others 
on its nuclear-weapons programme. 


A COMPLEX TRADE 
Khan is said to have confessed to multi- 
ple meetings with Libyan nuclear scien- 
tists in Casablanca and Istanbul and with 
Iranian scientists in Karachi. Khan used 
Dubai as his blackmarket centre for the 
trans-shipment of nuclear parts, and in 
Europe, he enlisted three Germans and 
a Dutchman to work for him, the offi- 
cial said. He said that Khan met Malaysian 
scientists in Kuala Lumpur, where a Sri 
Lankan middleman, now under arrest, 
manufactured centrifuge parts on Khan's 
behalf. (A senior U.S. official told the 
REVIEW that Malaysian components found 
in centrifuges were “dual-purpose parts 
that can be used in any number of appli- 
cations.”) (See Intelligence on page 10.) 

Western diplomats said the confession 
will spark worldwide investigations and 
arrests. Once it is studied by governments 
and the IAEA, “there are going to be dra- 
matic steps taken to curb the blackmarket 
in nuclear parts around the world,” says 
a Western diplomat in Islamabad. 

Khan is being investigated by the mil- 
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itary-manned Special Projects Division of 
the Nuclear Authority, which is tracing his 
numerous bank accounts and extensive 
property holdings in Pakistan, the Gulf 
states and Africa. 

A cabinet minister said Khan has sent 
a batch of personal papers to Britain with 
his daughter, with which he is threaten- 
ing to incriminate Pakistani leaders and 
generals if he is put on trial. Khan is also 
believed to have provided Pakistani jour- 
nalists close to him with similar incrim- 
inating evidence and names. 

Khan could also reveal details of Pak- 
istan’s military links with China, which 
has been a major supplier of weapons and 
nuclear technology to Pakistan for nearly 
40 years, and its links with several Gulf 
countries believed to have helped fund 
Pakistan’s nuclear programme. All this 
makes it more likely that Musharraf will 
pardon Khan. 

Washington, keen to back Mushar- 
raf because of his support of the U.S. mil- 
itary effort in Afghanistan, has virtually 
absolved Musharraf of any wrongdoing. 
Even before Khan's sacking, White House 
Press Secretary Scott McClellan said on 
January 28, “President Musharraf has 
assured us that, that was part of the past, 
and the past is the past. We have made 
that very clear.” 

Less certain are the attitudes of the 
U.S. Congress, Democratic contenders for 
the White House, European nations and 
the IAEA, who may still demand that the 
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POLITICAL BACKLASH: Secular opposition party activists protest against Khan’s detention 


army do more to expose its links to the sci- 
entists. Pakistan is beholden to Congress, 
which next month will start debate on rat- 
ifying a $3 billion aid package to Pakistan 
for the next five years. 

Musharraf has reportedly said that the 
army would now vet the 6,000 scien- 
tists working on the nuclear programme, 
and hardline fundamentalists would be 
prematurely retired in order to prevent 
misuse of technology. Pakistani scientists 
say that KRL and other institutes are cen- 
tres of Islamic extremism. However, a 
senior Pakistani scientist said it is now 
likely that the U.S. will demand greater 
safeguards for KRL, international vetting 
of top Pakistani scientists and greater con- 
trols over stockpiled nuclear weapons. 

That is exactly what is riling the 
opposition to Musharraf. Khan's sacking 
“is the ultimate insult to the people of 
Pakistan,” Senator Saadia Abbasi of the 
secular opposition faction of the Pak- 
istan Muslim League told reporters on 
January 31. The Muttahida Maijlis-e- 
Amal, an alliance of six Islamic funda- 
mentalist parties, has called for a nation- 
wide strike on February 6. The alliance’s 
acting president, Qazi Hussain Ahmad, 
said army reports of Khan's confession 
were untrue, and that Musharraf was 
“evil” and working for the U.S. against 
Pakistan’s national interest. He said 
Musharraf would soon feel the wrath 
of the Pakistani people if he continued 
supporting America. = 


February 12, 2004 


Honc Kone Stocks 


Who To Trust? 


The fight over which body will regulate key parts 
of Hong Kong stock trading is nearing its end 


By Kimberly Song/Honc KONG 


FOR A CITY RENOWNED AS a fast-paced metropolis, Hong 
Kong can move really slowly on some things—like reforming 
stockmarket oversight. For nearly two years, reform has been 
delayed as the city has been caught up in a power struggle over 
the regulation of initial public offerings and listed companies 
on its stock exchange. 

The road to better regulation has been long and winding 
up to now, but it may be coming close to the end. The com- 
pany that runs the stock exchange, publicly traded Hong Kong 
Exchange & Clearing (HKEx), opposes any substantial change 
to its current role as the front-line regulator and operator of 
the exchange. Recently, however, the Securities and Futures 
Commission, a watchdog organization, proposed taking over 
the key function of vetting new listings. 

On one level, the conflict centres on these two bodies, but 
the significance goes deeper. A flood of Chinese companies— 
some with questionable track records and accounting prac- 
tices—are seeking to list in the territory, home to the world’s 
eighth-largest stock exchange by market capitalization. This 
puts these companies under the scrutiny of the HKEx, a for- 
profit company that makes money from letting companies list 
and trade freely on the exchange. The HKEx is also respon- 
sible for monitoring the behaviour of listed companies. For 
many, this represents a serious conflict of interest. As one 
local Hong Kong judge put it, it’s like having “the rabbits in 
charge of the lettuce.” 

As Hong Kong seeks to hold on to its precarious posi- 
tion as the financial capital of China, many investors think 
it is falling behind in making much-needed changes to 
improve its stockmarket’s regulatory regime and keep pace 


HONG KONG REGULATION IS MOVING IN 


THE DIRECTION OF A U.S. MODEL, 
WHICH HAS SHOWN FLAWS RECENTLY 


with emerging competitors like Shanghai. Crucially, Hong 
Kong remains a rarity among large stock exchanges in the 
world in not putting regulatory oversight of share listings into 
the hands of an independent statutory body. 

“There are numerous examples of companies not telling 
the truth, misleading investors,” says Richard Mak, president 
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of the Hong Kong Society of Financial Analysts. Mak declines 
to name specific companies, but examples abound. Euro-Asia 
Agriculture, to name one mainland China example, allegedly 
inflated revenues from its orchid-growing business by 20 
times over a four-year period. It ultimately crashed in 2002. 

“That the exchange’s listing rules are not effective in chas- 
ing down these guys is an issue the government knows 
about,” says Mak. Indeed, after two years of consulting and 
debating with various market players and experts, the fail- 
ings of the existing regulatory regime must be all too famil- 
iar to the government. 

At one point, officials endorsed a report, delivered in 
March 2003 by an independent panel, saying that key regu- 
latory powers should be transferred from the HKEx to the 
SFC. But following pressure from well-connected HKEx board 
members, the government reversed itself and asked for 
another round of consultation. The latest spate of publicity 
over the reform issue represents the end of that second round. 
The final decision now rests with the government. 





SOMETHING SMELLS: Regulators failed to stop Euro-Asia’s Yang Bin 


The SFC and the HKEx apparently agree in wanting to 
adopt a North American model. There, the U.S. Securities and 
Exchange Commission and New York Stock Exchange share 
responsibilities in making sure companies behave. But as the 
scandal over former NYSE chairman Richard Grasso’s pay 
package showed, the American model, too, seems flawed. 

Indeed, big corporate scandals have forced governments 
and stockmarkets everywhere to improve protection for 
minority shareholders. “Integrity is a real economic imper- 
ative,” says David Hancock, co-head of institutional equi- 
ties Asia-Pacific at JPMorgan. “It will ultimately lead to lower 
costs of capital for issuers.” 

While Hong Kong struggles with how to better regulate its 
exchange, it remains a popular place to raise funds. In the year 
to mid-December, companies had raised some $206 billion 
on the Hong Kong exchange, an 87% rise compared with 2002, 
including more than $57 billion from IPOs. Market sources 
expect the upward trend to continue in 2004. = 
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AVIAN FLU 


Major Flaws in 
Flu Detection 


The bird flu ravaging Asia has highlighted the need 


to improve early warning systems for animal-borne 


diseases that threaten humans 


By Margot Cohen/HANo! 
and Betsy McKay/ATLANTA, GEORGIA 


A DEADLY AVIAN FLU epidemic that has whipped through 
poultry flocks in to Asian nations, claiming at least 13 human 
victims in Vietnam and Thailand, has prompted a flurry of 
international calls to improve early warning systems for ani- 
mal-borne diseases that threaten public health. On February 
3, international health and veterinary experts began an emer- 
gency three-day meeting at the headquarters of the United 
Nations’ Food and Agriculture Organization (FAO) in Rome 
to plot an anti-flu strategy. 

But livestock surveillance practices in Asia are so shoddy 
that fixing them will be a complex and costly task. Many of the 
region's governments lack the trained manpower and finan- 
cial resources to do the job. And the international agencies 
charged with monitoring global health risks—notably the 
World Organization for Animal Health and the FAO and 
the UN’s World Health Organization (WHO)—also have 
weaknesses. Aside from having little tradition of cooperation, 
they have just a handful of veterinary specialists on the ground 
in Asia and have no legal power to force individual govern- 
ments to comply with recommended measures for detect- 
ing and dealing with outbreaks. 

Moreover, poor communication and lack of coordination 
among government bureaucrats, international agencies and 
other foreign health experts may also result in the first glim- 
mers of trouble going unnoticed. Such problems are com- 
pounded by a historic lack of coordination among the main 
international agencies that track animal health and those 
that track human health. 

The failure to quickly detect and squelch the spread of 
avian influenza highlights some fundamental flaws in the 
global disease-surveillance system, the focus of criticism last 
year when Severe Acute Respiratory Syndrome, or Sars, 
erupted in Asia and killed 916 people worldwide, accord- 
ing to the WHO. 

Over the last few weeks, bird flu outbreaks have been con- 
firmed in Vietnam, Cambodia, China, Indonesia, Japan, Laos, 
Pakistan, South Korea, Taiwan and Thailand. Millions of 
chickens have been slaughtered in an effort to stop the dis- 
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ease from spreading. Cases of the deadly H5N1 strain of the 
flu virus infecting humans have been confirmed in Viet- 
nam and Thailand. International health experts fear the 
virus—which has so far been transmitted to humans 
through direct contact with infected poultry—could swap 
genes with a human flu virus, enabling a new deadly virus 
to spread between people. 

On February 1, the WHO reported that two cases in Viet- 
nam were “possible” examples of human-to-human trans- 
mission. The cautiously worded statement heightened con- 
cern over an influenza pandemic of chilling proportions, 
but the agency has since urged calm and tried to dampen fears 
of bird flu striking large numbers of people. 

While news of Asia’s flu outbreaks surfaced in January, 
there is growing evidence that H5N1 had infected poultry in 
countries including Vietnam, Thailand, Indonesia and China 
last year but went undetected or unreported. 

The experience of Vietnam illustrates some of the key 
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flaws in the surveillance system. Among other things, it 
raises questions about the monitoring role of international 
agencies. Take the FAO, which runs a global programme 
aimed at helping it detect and minimize the risk of outbreaks 
of diseases such as bird flu. Under this emergency pre- 
vention system, animal-disease experts in the FAO’s 
Bangkok office are supposed to alert other offices in Asia 
if trouble is brewing. The FAO is also ready to respond to 
countries’ requests for help with a disease problem. But there 
aren't any formal guidelines on what governments should 
report to the UN agency. 

In practice, that leaves holes in the disease defence. Of 
the 55 people who work full time for the FAO in Vietnam, 
for example, none specializes in animal health. “An expa- 
triate animal-disease expert would cost about $250,000 per 
year to station here, and most of the time he would be 
twiddling his thumbs,” says Anton Rychener, the agency’s 
Vietnam representative. 
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BASIC PITFALL: Vietnamese farmers have little incentive to 
report livestock diseases to local authorities 


No one in the FAO’s Hanoi office regularly consults the 
Web site of the Paris-based World Organization for Animal 
Health (OIE), which requests monthly reports from its 166 
member-countries and posts alerts on such nasty problems 
as H5N1, though the FAO’s Bangkok office does. And no 
Hanoi-based FAO staffer checks on whether Vietnam is fil- 
ing its reports to the OIE. 

Juan Lubroth, who runs the emergency prevention 
system for the FAO in Rome, says: “I’m not able to twist a 
country’s arm into declaring that they have avian influenza 
... We are there to advise and assist, not to be a police organ- 
ization.” But when Vietnam's agriculture officials began a 
mass culling of chickens in the province of Vinh Phuc 
province last July, and resumed the slaughter in northern 
and southern Vietnam in December, the government said 
nothing to the FAO. It was only in early January that FAO 
officials in Hanoi heard about the culling from the Viet- 
namese, says Rychener. 


IN THE DARK 

The WHO’s Hanoi office was also oblivious to the extraor- 
dinary numbers of chickens dying in rural Vietnam—until 
it was confirmed in January in laboratory reports copied to the 
WHO that a 12-year-old girl and her mother had died of H5N1. 
The delayed international reporting of Vietnam's outbreak— 
as well as those in Thailand and Indonesia—has prompted 
allegations of bird flu cover-ups by government officials and 
powerful industry groups in Asia. 

But that’s only part of the story. The system is vulnera- 
ble to cover-ups, some experts say, because international agen- 
cies have little power to police errant nations that fail to report 
outbreaks quickly and thoroughly. “Countries fear that by noti- 
fying the OIE, that may have a negative impact on trade,” says 
Alex Thiermann, a senior OIE official. “Unfortunately, the 
lack of transparency and delay in reporting may have a greater 
negative impact, in the longer term, because [their] credibil- 
ity will be affected.” 

Under this voluntary reporting regime, the agencies’ 
reliance on such modern tools as the Internet to share infor- 
mation isnt always effective in developing Asian nations. Web- 
site postings, direct e-mails and faxes often go unnoticed or 
are simply ignored by local officials. Then there’s a more basic 
pitfall: Vietnamese farmers, for example, have little incentive 
to report livestock diseases to local authorities, given the 
absence of insurance or other routine compensation schemes. 
When a chicken drops dead in a farmer's backyard, the last 
thing he wants is the attention of a poorly paid village bureau- 
crat who may demand a hand-out just to pay a visit, accord- 
ing to development experts in Vietnam. 

On top of that, the main international agencies that track 
animal and human health often don't communicate with one 
another—a problem laid bare by the current flu outbreaks. 
Veterinarians and public health officials tend to stick to 
their own worlds, health officials admit. “They don't come > 
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to our meetings, and we’re not at theirs,” admits James 
Hughes, director of the National Centre for Infectious Dis- 
eases at the Atlanta-based U.S. Centres for Disease Control 
and Prevention (CDC). 

But with diseases jumping more frequently from animals 
to humans, Hughes says the CDC is trying to step up its links 
with veterinary experts and agencies. The agency has had 
an agricultural liaison officer from the U.S. Department of 
Agriculture on its staff for several years. In January, the 
CDC also created a new position for a top veterinary official. 
Nina Marano, the new acting associate director for veterinary 
medicine and public health, pledges closer cooperation with 
both the FAO and the OIE, including joint research into “how 
these viruses mix and match and mutate.” The CDC’s direc- 
tor, Julie Gerberding, also pledged in January to share labo- 
ratory expertise more actively with developing countries, to 
help speed detection of dangerous pathogens. 

But questions over handling of the results of a study the 
CDC itself was involved in three years ago illustrate the prob- 
lem of communication between disease-surveillance systems. 
The questions concern a study prepared by CDC researchers 
and Vietnamese counterparts at Hanoi’s National Institute for 
Hygiene and Epidemiology. To learn more about the preva- 
lence of flu in poultry in Asia, the CDC and Vietnamese 
researchers collected samples of dung from 11 poultry mar- 
kets in Hanoi in 2001. 

Huynh Phuong Lien, head of the Vietnamese research 
group, says she was notified in early 2003 that two of these 
samples tested positive for H5N1. But Lier’s institute is under 
the supervision of Vietnam's Ministry of Health and not the 
Ministry of Agriculture and Rural Development, which has 
jurisdiction over the department of animal health. 

Lien says that it’s not the job of her institute to report 
to veterinary officials, so she never informed them of the 
CDC findings. She adds that she didn't find the results of 
the study “important” because there was no outbreak among 
humans at that time. 

Meanwhile, in mid-2003, the CDC presented its Vietnam 





EMERGENCY MEETING: Agencies gather in Rome to plan strategy 
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findings at conferences in Italy and Japan, disclosing that 
H5Nr was detected in two live geese. The study concluded: 
“Further surveillance should be conducted in both bird and 
human populations in this region.” But senior officials at Viet- 
nam’s department of animal health say they never received 
a copy of the study. Whatever the case, the OIE didn't learn 
of the CDC report. “Certainly, having this type of information 
could have been of great help in predicting [and] preparing 
for such emerging events,” says the OIE’s Thiermann. 

When asked about the study, Nancy Cox, chief of the 
CDC’s influenza branch, said the CDC informed its scientific 
collaborators and presented the information publicly. She 
declined, however, to disclose which Vietnamese officials were 
told about the findings. 


LIVESTOCK SURVEILLANCE PRACTICES IN 
ASIA ARE SO SHODDY THAT FIXING 
THEM WILL BE COMPLEX AND COSTLY 


While no one disputes the urgency of patching up national 
early warning systems in Asia, international officials cite an 
array of problems to be overcome. Two of the biggest: insuf- 
ficient funding and lack of political clout. “There is no way 
that a UN agency can impose on governments a mandatory 
reporting system,” says the FAO’s Rychener. “It has to be 
based on mutual appreciation and trust.” As for countries that 
fail to report outbreaks to the OIE, Thiermann says “we 
don't have any legal teeth to go after them.” 

It’s possible the bird flu outbreak will cause so much 
economic and public-health damage that it will galvanize 
Asian leaders to strengthen surveillance measures. Even then, 
however, executive decisions have limited impact if they don't 
spur changes at the grass-roots level. 

In Vietnam, for example, the poorly paid animal-health 
workers posted in each commune aren't under the jurisdic- 
tion of the country’s department of animal health. They rely 
on whatever freelance work they can pick up, including dol- 
ing out vaccines or other drugs for livestock. Reporting dead 
chickens doesn't figure high on their agenda. 

And while Vietnam boasts five veterinary schools, less than 
5% of the graduates practise veterinary medicine. Most grad- 
uates opt for better paying posts with animal-feed companies 
or pharmaceutical groups, according to Patrice Gauthier, Viet- 
nam representative for Veterinarians Without Borders. 

The main challenge—in Vietnam and elsewhere—lies 
in encouraging a fresh generation of trained vets to practise 
in the field, while improving the knowledge of locally based 
animal-health workers and devising compensation plans that 
will motivate farmers to notify authorities about their sick live- 
stock. Such micro-level improvements take money and time. 
But without them, the broad global bird-flu initiatives now 
bandied about by international agencies could fail to plug the 
gaps in the early warning net. = 

Antonio Regalado in New York contributed to this article 
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SOUTH KOREA 


Sour Grapes 


Farmers are protesting against the country’s first 
free-trade pact, but much rides on it passing 


By Don Greenlees/ANSEONG, SOUTH KOREA 


THREE YEARS AGO, grape grower Back Lee Nam watched 
more and more neighbouring farmers go to the wall in a 
competitive market. His innovative solution in Internet- 
obsessed South Korea: Launch a Web page to put him in 
direct contact with potential 
customers. It worked better 
than he imagined. Now, 
50% of his consumers find 
him on-line. Costs fell and, 
best of all, without a mid- 
dleman he could demand 
higher prices. Back pulls in 
a comfortable 50 million 
won ($42,500) in profit 
a year from his vineyard 
65 kilometres southeast 
of Seoul. 

The future should be 
rosy; Back fears it is not. On 
February 9, South Korea’s 
national assembly is due to 
vote to ratify the country’s 
first-ever free-trade agree- 


ment. This twice-delayed THE COMPETITION: The arrival of Chilean grapes worries Korean farmers 


vote on the deal with Chile 

would open the nation’s protected grape market to cheaper— 
and perhaps better-quality—imports. “Will Korean customers 
still want to buy grapes twice or three times more expensive 
than imports?” worries Back. 


NOISY PROTESTS 

That fear has brought farmers and a pot-pourri of left-wing 
groups onto the streets of Seoul in recent weeks in angry 
confrontations with police. Despite the fury, trade economists 
say that President Roh Moo Hyun has little choice. Although 
dependant on exports for its prosperity, South Korea is one of 
only two World Trade Organization members never to have 
ratified a free-trade agreement. Without those deals, 
economists warn that Korea is losing competitiveness in many 
markets and may also lose potential foreign investment. 

All this means that there is much more at stake in the pact 
with Chile than the fate of Korean grape farmers and trade 
with a distant South American economy. “It’s very symbolic,” 
says former trade negotiator Choi Byung II, a professor at 
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Seoul’s Ewha University. He sees the grape wars as a test 
between internationalists and resurgent left-wing protec- 
tionists. “This is going to be a watershed event for whether 
South Korea can take a step in the direction of integration 
or dig a hole that is deeper and deeper.” 

Others argue that passage of the Chilean deal is a vital test 
of South Korea’s will to embark on a new wave of economic 
reform. Speaking to the Korea Society in New York on January 
30, senior Standard and Poor’s executive John Chambers 
expressed disappointment that passage of the deal has been 
delayed. He warned of continuing legislative gridlock, espe- 
cially if Roh’s new political party, Uri (Our Open Party), fails 
to win a majority in April national assembly elections. 

If the pact with Chile is ratified, a bigger prize awaits: a 
landmark free-trade agreement with Japan. Talks between 
Seoul and Tokyo started in December and a deal could be 
sealed by 2005. Foreign Ministry officials also held the 
latest round of talks last 
week on a pact with Singa- 
pore. Both deals hinge on 
ratification of the agree- 
ment with Santiago. 
Cheong Inkyo, from the 
Korea Institute for Interna- 
3 tional Economic Policy, says 
: that potential free-trade 
partners want to know 
that the deal they reach 
with South Korea will get 
through the legislature. 

The rewards of a deal 
with Japan are potentially 
great for an economy that is 
counting on export growth 
to restore its momentum. 
In a paper prepared last 
year, Cheong forecast that 
the nation’s manufacturing 
would grow at an annual rate of 5%-13% ifan agreement with 
Japan was ultimately approved. 

“The benefits of trade liberalization are spread among all 
Koreans, but the losses are concentrated on the farmers,” he 
says. Cheong maintains that the adverse side-effects of the 
Chilean deal are exaggerated because the growing seasons 
of the two countries are complementary. “We have a noisy 
minority and silent majority.” 

Nevertheless, Korean farmers are not going to agree to the 
Chilean agreement without a fight. Protests are being planned 
to coincide with the February 9 vote. Some observers worry 
that the threat of an electoral backlash in April will prompt 
nervous legislators to once again delay the vote. 

For Roh, himself from a rural family, this is likely to be 
only the start of his farm worries. This year South Korea must 
enter WTO negotiations on opening up its rigid rice market, 
which is a hugely more difficult proposition than grapes. 
Recent grape-throwing protests outside the national assembly 


are likely to seem tame. = 
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Developing Thailand’s South 


By Surin Pitsuwan 


The writer, a Muslim, is a member of parliament 


and a former foreign minister of Thailand 2S 


The scale of raids in early January in Thailand’s mainly Mus- 
lim southern provinces has forced Bangkok to admit that the 
separatist movement in the region has become better trained 
and better organized. The long-held view that separatists were 
“petty thieves” and “drug addicts” has been dropped. But just 
as a new perception emerges, so a new tactic of “an eye for 
an eye” has been adopted to suppress the violence. Yet with- 
out sensitivity to Muslim culture, heavy-handed tactics may 
lead to further tension and more serious conflicts. 

Buddhist Bangkok still fails to understand the reason for 
southern discontent. People in the south don't object to the gov- 
ernment or its administrative and security representatives. They 
object to the oppressive and exploitative nature of these entities’ 
presence. What most people want is not a separate state. They 
want a state that can guarantee equal opportunity and equal jus- 
tice. What they reject is not the government, but certain policies 
and how these are made and implemented. 

Such feelings have magnified lately because of a series of 
policies. First, there was the Village Fund programme. If 
Muslim villages refused the funds—which are provided as inter- 
est-bearing loans—they deny themselves an opportunity. But 
if they accept the loans, they break a religious law forbidding 
Muslims from taking and paying interest. The programme was 
eventually revised, but damage has been done. Next, there’s 


664 wise way to invest in the south would be for the 
government to provide pondoks with better-trained 


teachers of Thai, English, mathematics and science yy 


underground lottery betting, which the government now has 
legalized. Government offices even are being asked to sell lot- 
teries. Many Muslims object to this. Scholarships also are being 
given from lottery funds. Not surprisingly, Muslim elders 
decided: “Muslim parents cannot accept scholarships from gam- 
bling sources.” In both cases, Muslims are disadvantaged by 
policies that don't take their religion into consideration. 
Beyond this, Thai Muslims increasingly are disturbed by 
a new trend that they see as amoral. New thinking followed by 
the government in making policy is that, apparently, given the 
right price, anything is possible. Thus, gambling dens and 
entertainment complexes—inside which anything goes— 
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are fine if they earn the state income. Prostitution 
and brothels are acceptable if taxes can be collected. 
These are shocking ideas for Muslims. 

As the rest of the country benefits from devel- 
opment projects, southern Muslims increasingly 
are being left unprepared, lacking the qualifications 
and the education to participate—and therefore 
to influence policies that affect their society: a 
vicious circle. To be sure, the government has prom- 
ised resources for the region. But throwing money 
about won't work. There is a better way. Focus on 
the local religious schools, or pondoks—the subject, 
in fact, of much suspicion lately. People need to 
be prepared to compete, and to be equipped to take 
part in rapid change and transformation. For if 
young Muslims are left to languish in poverty and 
ignorance, they might find themselves ready to 
be persuaded into any dubious enterprise. 

Muslim parents are eager for better educa- 
tion for their children. The acquisition of knowl- 
edge is a religious duty. But Muslim parents do not 
trust and have no confidence in secular govern- 
ment schools. That’s why they turn to the pondoks 
(which, despite all one hears, in Thailand are not 
the breeding ground of extremists). But the pon- 
doks have been inadequate for the task; they teach 
secular subjects poorly. When students graduate, 
they are tested in four major subjects; in the past, 
most pondok students failed. 

A wise way to invest in the south would be 
for the government to provide pondoks with bet- 
ter-trained teachers of Thai, English, mathematics 
and science. Surround them with technical books 
and laboratories. Leave the religious curriculum to _ 
the religious leaders for the moment; this matter 
is too sensitive to be intruded on by outsiders. With 
the right kind of help from the government, a 
different kind of student could be graduated from 
the pondoks. They will participate, contribute 
and benefit from globalization without fear. And 
in turn, they will themselves bring about the real 
reforms needed in Islamic education. 

So rather than embark on expensive develop- 
ment projects, the government should concen- 
trate on human-resource development in the south. 
But it should do this with care so as not to again 
trample on taboos. Maybe Bangkok will have to 
listen more. Maybe it needs to observe more and crit- 
icize less the way southern Muslims live and learn. 
All aspects of Muslim life are prescribed. If outsiders 
do not understand or appreciate this, there will be 
no end to tension, and conflicts may continue. = 
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Rural Areas Struggling 
With Bird Flu 


Authorities said two more provinces, Gansu and 
Shaanxi, were suspected to have been hit by bird flu 
and confirmed that an outbreak among poultry in 
the southern province of Guangdong was of the 
deadly H5N1 virus. The suspected outbreaks in the 
northern provinces of Gansu and Shaanxi brought to 
12 the number of China’s 31 regions with confirmed 
or suspected cases of the disease in poultry. Officials 
have denied news reports that human cases of bird 
flu have also occurred. The government opened a 
new National Bird Flu Prevention Headquarters in 
Beijing to oversee regional efforts to kill all sick birds 
and to keep a close watch on people who handle 
them. Hundreds of thousands of birds have been 
slaughtered, and the government has promised 
compensation to farmers of 25 renminbi ($3) for 
each duck and 12 renminbi for each chicken. But the 
prospect of a virus 
spreading through rural 
areas, with their mini- 
mal and underfunded 
health-care facilities, 
raises worrying parallels 
with last year’s outbreak 
42 of Severe Acute Respira- 
i tory Syndrome. 


SICKNESS: Checks in Shenzhen 


CHEN SEEKS BETTER LINKS WITH MAINLAND 
Courting businessmen before a March 20 election, Taiwan’s President Chen 
Shui-bian unveiled measures to expand transport links with China. The 
island’s government said it would expand its policy of so-called “mini-links” 
with China, by allowing more Taiwanese citizens to travel to China via 
Taiwan-controlled islands near the mainland’s coast. Taiwan has banned 
direct transport links with China for more than five decades, but in 2001 
the island’s government began to allow some citizens to cross the Taiwan 
Strait through the outlying Kinmen and Matsu islands. Days after the 
announcement on mini-links, Chen proposed a demilitarized zone, special 
envoys and liaison offices with the mainland. In a rare news conference, he 
linked his proposals to his much-criticized call for a referendum on China 
relations to be held on the same day that he seeks re-election. 
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CARS 


The National Bureau of 
Statistics said that 
passenger-car production 
in China in 2003 rose 
80.7% to 2.1 million units, 
and December marked a 
record monthly 
production of 209,300 
cars. It forecast that car 
production in China 
would rise 40% in 2004 to 
2.8 million units. 


Germany's Volkswagen 
said it would invest 17% 
fewer euros in the 
booming Chinese car 
market than it had 
originally earmarked 
because a weak renminbi 
meant lower costs in 
China in euro terms (see 
related article on page 
26). Volkswagen’s chief 
executive said the 
company would invest 5 
billion euros ($6.25 
billion) in China in coming 
years. It had previously 
flagged investment in 
China of 6 billion euros 
for 2004-08. 


HEALTH 


France’s prestigious 
Institut Pasteur research 
laboratory will set up a 
branch in Shanghai, the 





CHINA BELATEDLY confirm 
its fourth case of Severe 
Acute Respiratory Syn- 
drome this season, but sa 
that the patient, a 40-year 
old doctor in the southern 
city of Guangzhou, had let 


hospital after a “total 
recovery.” The disclosure 
prompted the World Healt 
Organization to urge an 
urgent investigation. The 
government had promisec 
to be more open after it w 
slammed for its slow, 
secretive response to the 
disease’s outbreak last ye 


institute and the Chinese 
Academy of Sciences 
announced in Paris. 
Xinhua news agency said 
the Shanghai branch will 
focus on newly emerging 
infectious diseases and 
their transmission from 
animals to humans. 


BRAZIL 


Following a Chinese 
trade delegation’s visit, 
Brazil’s Agriculture 
Ministry said China 
wants to build railways 
and other infrastructure 
in Brazil in exchange for 
Brazilian commodities 
such as soybeans, 
cotton and cane-based 
ethanol. And in another 
sign of deepening trade, 
Brazil’s top iron-ore 
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exporter, Companhia 
Vale do Rio Doce, said it 
was studying a plan to 
help China’s biggest 
steel maker, Shanghai 
Baosteel Group, build a 
Brazilian mill. In 2003, 
China became the third- 
biggest buyer of Brazil- 
ian exports. 


OIL 





During a visit by Presi- 
dent Hu Jintao to the 
Central African nation of 
Gabon, China gained a 
new source of oil. Offi- 
cials said China’s state- 
owned oil giant Sinopec 
signed a deal with Total 
Gabon, a unit of France’s 
oil giant Total, to export 
oil from Gabon. 


CANADA 


A Canadian judge upheld 
a decision denying 
refugee status in Canada 
to China’s most wanted 
fugitive, Lai Changxing, 
who said he would appeal 
against the ruling. 
Chinese authorities have 
accused Lai of master- 
minding a smuggling ring 
based in Xiamen city. 


SOUTH KOREA 


Creditors of South 
Korea’s Ssangyong 
Motor said they may end 
their financial support if 
the car maker’s union 
keeps blocking moves to 
sell the firm to a Chinese 
chemical conglomerate. 
A spokesman for main 








STRIKE AGAINST CHINA: Ssangyong workers protest 


lender Chohung Bank 
said creditors planned to 
take legal steps against 
the union because of a 
series of partial strikes 
that have been held 
since December. 


INSURANCE 


China Life Insurance 
confirmed that accounting 
irregularities were found 
in an audit at its prede- 
cessor company. The 
state audit office said it 
had found irregularities 
involving $652 million. 
China Life, a listed com- 








ee 


PROBLEM PARENT: Insurer China Life 


pany that trades in Hong 
Kong and New York, said 
the audit covered a period 
up to 2002 before the 
restructuring that led to 
its initial public offering in 
December last year. 


BREWING 


As the latest international 
brewer to seek out a local 
partner, Dutch giant 
Heineken said it was 
investing in Guangdong 
Brewery, which is 
currently the country’s 
12th-largest beer maker. 
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BANKS MAY ISSUE $36 BILLION IN BONDS 

In preparation for foreign competition, China’s four biggest state- 
owned banks could issue nearly $36 billion in subordinated bonds 
as early as the first quarter of 2004 to boost their capital-ade- 
quacy ratios, the China Daily reported. New rules issued by the bank- 
ing regulator in December opened the door for the Bank of China, 
China Construction Bank, Industrial & Commercial Bank of China 
(ICBC) and Agricultural Bank of China to recapitalize by issuing sub- 
ordinated bonds—debt that only ranks above equity if a company 
is wound up. China’s National Audit Office, meanwhile, said it found 
irregularities at ICBC during its review of government finances last 
year, including false documentation for loans and lending losses. 
The audit office said certain entities and individuals used false 
documentation to apply for and receive housing and car loans, while 
some local governments overstepped their borrowing limits when 
receiving loans from ICBC for infrastructure projects. 


LISTING COMMITTEE REJECTS IPO PLANS 
Anewly revamped listing committee of the China Securities Reg- 
ulatory Commission made its first rejections of initial-public-offer- 
ing plans, major securities newspapers reported (see related 
article on page 17). The rejected companies were Xinjiang Beixin 
Lugiao and Zhejiang Dongliang Xincai, according to the news- 
papers, which only provided their Chinese names. In late Decem- 
ber, the CSRC set new rules for the initial-public-offering approval 
process and revamped the committee. It now consists of 25 
new members, who include officials from UBS, Ernst & Young and 
PricewaterhouseCoopers. 


BEIJING VOWS CAPITAL-MARKET REFORM 
The State Council promised to reform China’s capital markets, 
encouraging investors that overhauling the stockmarkets was now 
a top-evel priority. Both the Shanghai Composite Index and the Shen- 
zhen Composite Index rose more than 2% on February 2 after the 
State Council was reported as saying that it was committed to lib- 
eralizing the capital markets. Shang Fulin, the chairman of the China 
Securities Regulatory Commission, was also reported as saying that 
his agency is committed to developing the capital markets. But in 
both cases, the comments were broad-ranging and echoed previ- 
ous promises. The mainland’s stockmarkets underperformed most 
others in Asia in 2003. Roughly two-thirds of market capitalization 
in China’s stockmarkets is locked up in nontradable state shares. 


TCL SHARES MOVE COULD INSPIRE OTHERS 
Analysts said the successful debut of consumer-electronics man- 
ufacturer TCL Corp. on the Shenzhen stock exchange could encour- 
age other state-run groups to follow the practice of bundling busi- 
nesses and relisting as a whole. TCL shares opened at 6.88 renminbi 
(83 cents) each, up from their offer price of 4.26 renminbi despite 
the listing being for 994.4 million newly issued Class-A shares, 
representing 38.45% of the firm. Though a common practice in devel- 
oped markets, the move was China’s first case of a company delist- 
ing a subsidiary to absorb it and then relisting the group company. 
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It’s More Than Love 


China is moving closer to the European Union for much more than business, though their 
fast-growing trade will soon surpass that with China’s other partners. Europe is also giving Beijing 
a means to counterbalance the United States and may be flexible on ending an arms embargo 


By David Murphy/BEIJING AND Shada Islam/BRUSSELS 
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FOR CHINA, this could well be the Year 
of Europe. Little noticed above the clam- 
our over China’s economic boom and the 
size of the United States’ trade deficit 
with China is an economic forecast with 
huge repercussions for business. In 
2005, the European Union should 
become China’s No. 1 trading partner, 
says Franz Jessen, the deputy head at the 
EU Commission in Beijing. This will give 
Beijing greater room for manoeuvre in 
both business and politics as Europe dis- 
places the U.S. this year and Japan in 
2005 in total trade with China. 

Of course, the comparison may at 
first appear unfair to the losers. The 15- 
nation EU is an alliance of countries (set 
to grow by 1o new members in May), 
Washington and Tokyo would argue, 
while Japan and the U.S. are individual 
states. They would also point out how the 
euro has strengthened sharply against the 
dollar and the dollar-linked renminbi in 
the past year. 

But the strengths of Europe as a sin- 
gle trading bloc have proved especially 
compelling for China since the advent 
of the 12-nation euro zone in 2002. In 
addition, with China’s economy grow- 
ing at 9.1% in 2003, China’s affair with 
Europe is blossoming for pragmatic, busi- 
ness reasons that contrast with the shad- 
ows cast by China’s historic rivalry with 
Japan and America’s role as Taiwan's pro- 
tector against Beijing. 

“I think we have a good relationship 
which benefits both sides and is grow- 
ing exponentially,” EU External Relations 
, Commissioner Chris Patten told the 
REVIEW. Patten, who incurred Beijing's 
ire as Britain's last governor of Hong 
Kong before the territory’s 1997 han- 
dover to China, added: “There are still 
problems like human rights and illegal 
immigration, which we need to tackle 
more vigorously, but overall I think the 
relationship is in better shape than it’s 
been for years. We matter as much to 
China as China matters to us.” 

EU policymakers say they sense an 
unprecedented Chinese interest in Europe, 
chiefly driven by China’s hunger for mar- 
kets. Officials add that it is also partly the 
result of Beijing’s quest for new allies to 
bolster its view of the need for a multipo- 
lar world rather than one dominated by the 
U.S. In addition, China is increasingly look- 
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ing to collaborate with Europe in science, 
technology and education—areas where 
Europe appears to be more forthcoming 
than the U.S., especially following the ter- 
rorist attacks of September 11, 2001. “China 
has understood the message that it’s best 
not to put all your eggs in one U.S. mar- 
ket for political reasons and to ensure diver- 
sity,” says Leon Brittan, a vice-president 
at investment bank UBS, who as EU trade 
commissioner played a key role in forg- 
ing the bloc’s engagement with China. 
“You're better off if you have a choice.” 
According to EU figures, total Europe- 
China trade in 2002 stood at 115 billion 
euros ($142 billion), making China the 


A COUNTERWEIGHT 
TO U.S. INFLUENCE 


Factors bolstering China- 
Europe trade include: 


e China’s economic muscle 
attracts Europe’s firms 


e China’s hunt for markets 
hikes exports to Europe 


e The euro’s gains against 
the dollar and renminbi 


e A push for a multipolar 
world to balance the U.S. 


e The 10 new members 
joining the EU in May 





EU’s second-largest trading partner after 
the U.S. But while the EU trade deficit with 
China topped 47 billion euros in 2002, few 
in Europe voice real worries. This contrasts 
with the furore in the U.S. over its trade 
deficit with China of $125 billion in 2003. 
EU officials argue that the EU’s deficit with 
China is compensated by its surplus else- 
where as its global trade is basically bal- 
anced. Others say that the EU overall takes 
a longer-term approach to trade with China, 
believing that with time, pressure for eco- 
nomic reforms and demands from China’s 
emerging middle class will increase the 
country’s appetite for foreign goods. 
With a trade deficit with China that 
is half that of the U.S., the Europeans 
also have less to complain about. EU and 


U.S. investment in China was about $4 
billion each last year, but the Europeans 
dominate some very fast-growing areas 
of China’s economy. For example, three 
big pillars of China’s petrochemicals 
industry—each multibillion-dollar eth- 
ylene projects—are due to come on 
stream in the next year or two. All three 
are being built by European companies 
(Germany’s BASF, Britain’s BP and 
Royal Dutch/Shell). 

China’s huge urbanization and infra- 
structure programme also plays to the 
strengths of Europe’s heavyweights. Com- 
panies such as Germany’s Siemens and 
Swedish-Swiss ABB provide turbines and 


THE EU IS CATCHING UP FAST 
Value of bilateral trade with 
China in 2003 
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other power and rail equipment while 
Veolia of France and Thames Water of 
Britain build municipal water plants. “As 
China becomes the manufacturing cen- 
tre of the world, it needs machinery,” says 
Joerg Wuttke, chairman of the 800-mem- 
ber German Chamber of Commerce in 
China. With car production soaring by 
80% in 2003 year on year and making it 
perhaps the hottest part of the Chinese 
economy, European brands led by Volk- 
swagen sold some 40% of new cars in 
China in 2003 compared with 10% from 
U.S. makers. A new surge in investment 
is expected as European companies take 
advantage of the euro's strength. 

In late January, President Jacques 
Chirac declared 2004 the “Year of >> 
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China” in France, had the Eiffel Tower lit 
up in red lights and condemned Taiwan's 
plans for a referendum in March relat- 
ing to China-Taiwan relations. It was all 
part of an enthusiastic welcome for Pres- 
ident Hu Jintao on a visit that stressed 
business ties. Many more Chinese will 
soon be following in his footsteps to 
Europe after the signing in Beijing on 
February 12 of an agreement—known 
as “approved destination status,” or 
ADS—that will allow Chinese tour groups 
much easier access to most EU member 
states. “We're getting ready for a major 
invasion,” says an EU official. 

In contrast, the U.S. has no plans to 
introduce an ADS-style agreement that 
would allow it to cash in on Chinese 
tourism. The tightening of U.S. borders 
on security grounds is actually leading 
to a fall in the number of Chinese visitors 
and is having a real impact on business. 


“If Washington continues to make it this 
difficult for businessmen and students to 
get visas, over time it will have a dramatic 
negative impact on U.S.-China relations, 
to the benefit of the EU and other com- 
petitors,” says Andy Rothman, China ana- 
lyst for CLSA Asia-Pacific Markets. “The 
U.S. either pays now, with increased gov- 
ernment funding for quick and efficient 
security checks, or it pays much more later, 
when it loses business in China.” 

Rothman complains that senior Chi- 
nese managers of listed companies find 
it hard to reach the U.S. to meet poten- 
tial investors. Harley Seyedin, chairman 
of the American Chamber of Commerce 
in Guangzhou, also hits out at the diffi- 
culties Chinese executives have in get- 
ting U.S. visas. In contrast, he notes, 
most EU embassies have a fast-track 
business-visa service that takes one-to- 
three days for Chinese. 


A GOOD YEAR FOR EUROPEAN TRADE AND INVESTMENT IN CHINA 
European companies piled in at a faster rate than U.S. firms in 2003 


EU-invested companies $ U.S.-invested companies 
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China’s top trade partners in the first 11 months of 2003 
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China’s top export destinations in the first 11 months of 2003 
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Take Ireland, where less than a decade 
ago there were few Chinese. Today some 
40,000 live there, most on student visas. 
That’s part of the Irish strategy of accel- 
erating its ties with China. “We're inter- 
ested in long-term links for future busi- 
ness,” says Michael Garvey, the Asia-Mid- 
dle East director in Shanghai for Enter- 
prise Ireland, the Irish trade-development 
agency. “We're never going to teach the 
Irish to speak Chinese, but if we bring Chi- 
nese students to Ireland, they will make 
friends and connections and that’s how we 
will build business relationships.” 


COMPLAINTS IN COMMON 

To be sure, the EU and the U.S. still have 
plenty in common to complain about 
when it comes to China. Beijing’s halting 
implementation of its WTO commit- 
ments, Tibet, the lack of democracy and 
China’s poor human-rights record draw 
criticism in Europe and the U.S. Plenty 
of EU manufacturers, like their U.S. 
counterparts, fret about the undervalued 
renminbi making Chinese exports 
cheaper and their goods more expen- 
sive in China. Euratex, the confederation 
of the EU textile industry, has increased 
its pressure for the EU to clamp down on 
cheap Chinese textiles. 

But EU Trade Commissioner Pascal 
Lamy’s team has opted for caution. “Every 
anti-dumping complaint is treated with 
an open mind,” says Lamy’s spokes- 
woman, Arancha Gonzalez. Industry 
sources, however, say the European Com- 
mission, unwilling to stir up trade trou- 
ble with Beijing, is especially indulgent. 
After all, says an EU trade specialist, 
China’s growth could be an instrument 
for Europe’s development. 

European-Chinese collaboration also 
extends into areas that China has been 
cut out of by the U.S. for security reasons. 
In October last year, China pledged 200 
million euros to help develop the EU’s 
$3.25 billion Galileo satellite navigation 
system, a potential rival to the U.S. Global 
Positioning System, which was developed 
for the U.S. military. Naturally, Beijing 
wants a satellite navigation system under 
its own rather than U.S. control for China’s 
armed forces, and would hope to get from 
Galileo the technology to build it. 

China backs France over Japan as the 
site for the world’s first large-scale nuclear 
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after France and Germany, at 


pressing the EU to conduct a 
review of the embargo. A deci- 
sion is expected in April. 

__ U.S. President George W. 
Bush’s administration publicly 
says the initial reasons for the 
embargo remain valid, so it 


regulations prohibit sales of 
defence items to China,” said 
State Department spokesman — 
Richard Boucher. “We believe that 
others should maintain their 
current arms embargoes as well. 
We believe that the U.S. and 


European prohibitions on arms sales are complementary, were 
imposed for the same reasons, specifically serious human-rights 
abuses, and that those reasons remain valid today.” 

But Washington’s long-term fear is that dropping the ban 
could be the thin end of a wedge that might eventually see Euro- 
pean weaponry being funnelled into China’s bid for military 
superiority across the Taiwan Strait. The U.S. is the main supplier 
of arms to Taiwan. “[The arms sanctions are] a fig leaf we have 


fusion plant—a $12 billion project known 
as the International Thermonuclear 
Experimental Reactor. An international 
consortium should decide between the 
two in March. And there are gathering 
calls in Europe to lift an arms embargo 
imposed on China because of the 1989 
massacre of pro-democracy protesters 
in Beijing. Washington opposes such a 
move. (See article on page 29.) 

Piet Steel, chairman of the Asia-Pacific 
working group at the Union of Industrial 
and Employers’ Confederations of Europe, 
an influential lobby group of Europe’s top 
firms, says that competitive pressures and 
the stronger euro are prompting a range 
of European companies to seek new 
investment sites in China. “China is def- 
initely a must for most European com- 
panies,” he says. Also, for some firms 
facing growing competition from China, 
“it’s a question of survival to arrange part- 
nerships with Chinese firms.” 
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- "Nothing reflects the divergence between the European Union and 
_ the United States on China more than the current Chinese push 

; for the EU to abandon an arms embargo it imposed on Beijing at 
the same time as Washington in retaliation for the June 1989 

_ massacre of civilians in Beijing’s Tiananmen Square. 

| “There is a new generation in power in China and it may not 
be sensible for China to be in the same box [in EU weapons-sales 
policy] as Sudan and Burma,” Chris Patten, EU Commissioner for 
_ External Affairs, told the Review in Brussels. = was speaking 


down the barriers.” 





THE ORIGINAL IMPETUS: A man stops tanks on cae 5, 1989 


In particular, the number of Euro- 
pean small and medium-sized enter- 
prises entering China is growing at a 
faster rate than their U.S. counterparts. 
The number of new European-invested 
companies in China in 2003 rose 39.6% 
from 2002 compared with 20.7% growth 
for U.S.-invested companies. The stock 
of European foreign direct investment in 
China at the end of 2002 stood at $34 bil- 
lion, EU statistics show. 

“There is a general sense in Europe 
that if China does well it is good for all 
of us,” says Patten. “We regard China as 
an important market, an important des- 
tination for European investments and a 
country which, for instance in North 
Korea, is increasingly prepared to play a 
responsible role internationally.” 

And what does Patten see China get- 
ting from Europe? “In geostrategic terms, 
what is happening in Europe is of great 
importance to China,” he says. “This 


THE UNITED STATES 


based on Tiananmen Square. These are things we do for Er. 
human rights, but it’s really for Taiwan,” says Derek Mitchell, an 
Asia specialist at the Centre for Strategic and International 
Studies in Washington. “It becomes harder for us to maintain 
the fig leaf when others are breaking down the human-rights 
argument. There will be enormous pressures here not to break 





Mitchell says that some fear the French may unilaterally start 
selling arms to China. If this happened, it would put pressure on 


the U.S. to resume its arms sales. 
“It demonstrates again how strong — 
China is and how confident they 
are, and how nations are respond- 
ing to the breaking down of 
traditional barriers,” he says. 

EU diplomats, however, argue 
that arms sales to China would 
still effectively be barred under a 
separate code of conduct aimed 
at preventing sales to repressive 
regimes or unstable areas. 
“Nobody should think that if EU 
governments later in the year were 
to decide to lift the embargo, it 
would lead to a flood of sales of 
weapons to China,” says Patten. 
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China depends on Russia for its imported weaponry and 
wants to diversify its suppliers and eventually build up its own 
advanced arms industry. This ambition is clear in the last clause 
of China’s policy paper on the EU issued in October: “The EU 
should lift its ban on arms sales to China at an early date so as to 
remove barriers to greater bilateral cooperation on defence 
industries and technologies.” 

David Murphy, Shada Islam and Murray Hiebert 


includes our enlargement and the euro. 
There are economic interests and also an 
overall Chinese view ofa multipolar world 
into which Europe fits rather well.” 

There’s more about the EU that 
attracts China. For instance, Europe, for 
all its security ambitions, does not see 
itself as competing with China. As a soft, 
nonmilitary power in its own right, the 
EU is not focused on China as a poten- 
tial superpower rival. Instead, in the 
words of the European Commission 
paper on China in October last year, 
Europe views the country as a “strate- 
gic partner” with which to forge a “ben- 
eficial relationship of equals.” 

The EU, like the U.S., wants China 
to evolve intoa more open society. But 
without Taiwan and military rivalry, the 
Européans have fewerdirect clashes. “The 
EU takes the ;Migw that it makes more 
sensé to, engage 3 With-China . . . It is too 
big OSES says Brittan. =z 


Ip 
oa 
ae 


a 


Far Eastern Economic Review 29 


| INNOVATION | 


SAFETY DRIVE 


Cars That 
Crumple 


Beware of jaywalking in a bustling Asia-Pacific city: More than 
half of all traffic deaths in the world happen in the region. That’s 
why Japan’s Honda is building cars with pedestrians in mind 


WHAT COSTS MORE THAN $1 million, 
wears a bright blue jumpsuit and has been 
run over more times than a speed bump? 
Its Honda’s latest crash-test dummy and 
it’s starting to have a big impact on how 
the company builds cars. 

For decades, vehicle-safety engineers 
have focused almost exclusively on how 
to protect a vehicle’s occupants in a crash. 
But as better seat belts and cocoon-like 
airbags are making cars safer for their 
passengers, safety regulators in Europe, 
Japan and the United States are directing 
more attention to the tens of thousands 
of deaths and injuries worldwide caused 
when vehicles strike pedestrians. Starting 
next year, regulators in Europe and Japan 
will require all new cars to undergo a 
test of their bonnets and bumpers to 
measure the likelihood of injury to a 
pedestrian in an accident. 

That’s why car makers like Japan's 
Honda are rethinking the way they design 
vehicles to make them less dangerous 
in a collision with a human body. At 
Honda, research into pedestrian protec- 
tion has produced what the company calls 
the world’s most advanced pedestrian 
dummy, a sophisticated device designed 
specifically to be run over by cars rather 
than to ride inside. Called Polar II, the 
dummy has artificial joints and ligaments 
and a variety of sensors to measure the 
impact to the head, chest, abdomen and 
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By Todd Zaun/Toxyo 


legs when struck by a car. Since being run 
down for the first time three years ago, the 
dummy has helped Honda engineers 
understand how they can improve their 
vehicle designs to increase the odds of a 
person surviving being hit by a car. 

Asia is the fastest-growing region for 
Honda. In the quarter to December 31, 
the company sold 76,000 cars in the 
region, up 73% from the same period a 
year earlier. Asian countries are also par- 
ticularly dangerous places for pedestri- 
ans—more than half of all traffic deaths 
in the world occur in Asia-Pacific coun- 
tries, even though the area accounts for 
only 16% of the world’s cars, according to 
the Global Road Safety Partnership. 

Research by the car maker is already 
leading to changes in the shape of its 
vehicles that Honda hopes will reduce 
pedestrian injuries. These changes 
include higher bonnets, broader bumpers 
and metal surfaces that crumple more 
easily upon impact, to cushion the blow 
to a person hit by a car. The first model 
to feature some of these changes was the 
2000 Civic. Now, all new Honda vehicles, 
including the latest versions of the Accord 
and Civic sedans, sold worldwide incor- 
porate some of the changes. The safety 
drive is getting a further push by tougher 
regulations on pedestrian safety coming 
to Japan and Europe. 

Honda’s quest to make a smarter 
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TRAFFIC: Tokyo 
pedestrians take 
their lives in 
their hands 
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crash-test dummy began eight years ago 
under the company’s chief safety engineer, 
Tomiji Sugimoto. He was bothered by one 
number among the reams of official acci- 
dent statistics that year, a figure showing 
that pedestrians accounted for 28% of peo- 
ple killed in traffic accidents in Japan. 

Japan is a particularly dangerous place 
for pedestrians because of its narrow 
roads and overcrowded streets, but still, 
Sugimoto says, Honda and other car 
makers were doing little to prevent 
such deaths. “Nobody was interested in 
pedestrian protection,” he says, adding 
that the company knew nothing about 
how to protect them. 

Until the 1990s, about the only thing 
car makers did to make vehicles less lethal 
to people on the street was to get rid of 
heavy ornaments like badges and sharp 
trimmings on items such as wing mirrors 
and hubcaps. 


LIFE-LIKE VICTIM 

Because existing crash-test dummies 
were designed to mimic passengers, they 
were little help in studying how pedes- 
trians are injured by cars. To build a more 
human-like pedestrian dummy, Sugi- 
moto sought data on the strength and 
flexibility of human bones, muscles and 
ligaments from universities in Germany 
and the U.S. Honda completed its first 
pedestrian dummy in 1998 and then 
added sensors and more realistic joints 
for the Polar II version. 

Minoru Sakurai, the head of the crash 
safety department at the Japan Automo- 
bile Research Institute, says Honda’s new 
pedestrian dummy is one of the most 
advanced crash-safety devices in the world. 
“It will provide important data for us to see 
what will happen to the whole human 
body in the case of crash,” he says. 

While Honda is using a dummy to 
research pedestrian protection, another car 
maker is relying on simulations with com- 
puters to do similar work. “We think most 
of what we want to learn about pedestrian 
interaction we want to do with computer 
modelling,” says Robert Lange, General 
Motors’ executive director for structure and 
safety integration in Detroit, Michigan. 
“Dummies have had their time and place.” 

GM has centred much of its pedes- 
trian-protection research in Europe, where 
regulations taking effect next year will >> 
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x A SMARTER DUMMY: Honda’s Polar II crash dummy mimics the human body to show the effects of being struck by a car 


require new vehicles to comply with 
tougher standards. In the U.S., where there 
are no specific pedestrian-protection design 
standards, GM is pushing federal regula- 
tors to require all vehicles to be equipped 
with daytime lights. Lange says GM vehi- 
cles equipped with these lights, which are 
on whenever the car is running, have had 
9% fewer collisions with pedestrians com- 
pared to vehicles without such lights. 

The most common cause of death 
among pedestrians in traffic accidents is 
head injuries suffered as victims are 
thrown against the bonnets of cars. To try 
to prevent such injuries, Honda raised the 
bonnet on the latest version of its Accord 
sedan and other vehicles to create more 
space above the engine. The extra space 
allows the bonnet more room to crumple 
and thus to absorb the energy of an 
impact with a pedestrian. Honda is also 
putting fatter and softer bumpers on its 
cars that it says are less likely to cause 
serious leg injuries. 

Honda says there is no trade-off with 
passenger safety because the bonnet 
doesn't play an important role in protect- 
ing the passenger compartment. 

The focus on pedestrian safety is part 
ofa broader campaign, which Honda calls 
“Safety for Everyone,” to reduce deaths and 
injuries in car accidents. Honda officials 
portray the steps to improve 
vehicle safety as being moti- 
vated by a sense of social 
responsibility, but they also 
concede that the focus on 
safety is one way for the rela- 
tively small car maker to dif- 
ferentiate itself from larger 
rivals like Toyota, GM and 
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Ford. Years of record profits for Honda 
have given the company greater flexi- 
bility to test and add safety features to 
its vehicles without having to raise prices. 

Honda’s pedestrian-safety efforts have 
faced some resistance from the company’s 
own designers, who feel that increasing 
the gap between the engine block and 
the bonnet means that creating low-slung, 


HONDA IS MAKING ITS 
VEHICLES SAFER FOR 
PEDESTRIANS BY: 


© Making windscreen wipers less rigid 


® Designing bonnets to crumple 
more easily, including use of 
collapsible hinges 


© Increasing space between bonnet 
and engine 


© Using broader bumpers to reduce 
potential injuries 
FEATURES ON THE WAY INCLUDE: 


© Pop-up bonnets to increase the 
crumple zone 


© Under-bonnet airbags 


© External airbags near base 
of windscreen 








THAT'S SAFER: Honda’s new model “That’s” is on sale in Japan 







sporty designs will be more challenging. 

But such resistance is unlikely to slow 
the moves. Honda’s effort to make cars less 
dangerous for pedestrians is now getting a 
further push by an increased focus on the 
issue by regulators in Europe and Japan. 

According to the EU, some 8,000 
pedestrians and cyclists are killed and 
an additional 300,000 are injured in car 
accidents each year. The EU hopes to 
reduce the number of deaths to 2,000 
by 2010. 

In Japan, where some 2,500 pedes- 
trians and bikers are killed and 80,000 
injured by cars every year, traffic-safety 
authorities plan to implement tougher 
pedestrian-protection standards next year 
and to raise the bar further, in line with 
the EU, by 2010. 

In South Korea, more than a third of 
the 8,000 people killed in traffic accidents 
every year are pedestrians, according 
to the International Road Traffic and 
Accident Database. 

Pedestrians accounted for 30% of 
people killed in car accidents in Japan in 
2002 compared to 11% in the U.S. Also, in 
recent years there’s been a gradual rise in 
the number of elderly pedestrians 
killed or injured by cars in Japan as 

the population ages. 

Honda engineers are now 
working on ways to make vehicles 
safer for pedestrians without 
sacrificing styling. One idea is a 
bonnet that would pop up slightly 
after a collision with a person to 
create a crumple zone. External 
airbags are another. “There’s still 
a lot we can do to protect pedes- 
trians,” says Sugimoto. = 
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MARKETING 


Outdoor Is In 


Companies are beginning to turn off the TV and 


take their ads outdoors 


By Geoffrey A. Fowler/ HONG KONG 


WHEN MAJOR HONG KONG-BASED airline Cathay Pacific 
Airways wanted to advertise its three new daily flights to Lon- 
don last year, it thought outside the box. Marketing man- 
ager Olivia Wong hired three actors dressed in the furry 
hats and red jackets of Britains Grenadier Guards to march 
around Hong Kong's Central District. Occasionally, the guards 
stopped to look up at Cathay billboards. 

“The next day, it was all over the newspapers. It cost far 
less than TV, and was far more effective, too,” says Cathay's 
Wong. “These are the sorts of things we are looking at in a 
more creative way for 2004.” Other marketers in the region 
are likely to follow her lead, as rate hikes on TV airtime are 
prompting them to turn off the TV and head outdoors to 
target their customers this year. 

As Asia’s advertising industry grows at a breakneck pace, 
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BILLBOARD BOON: Marketers are seeing the appeal of 
outdoor advertising 


money spent on TV ads will shrink by four percentage points 
this year, from a 40% market share last year, according to a 
study by investment bank JPMorgan and Singapore-based 
marketing consultancy R3. Outdoor advertising, such as 
billboards and bus panels, will pick up some of that slack, 
growing three percentage points this year. 

One reason for the dip is that advertisers are irked by recent 
increases in the cost of airtime. Provincial TV stations in China 
implemented average rate increases of 30% on January 1, 
and the two leading Thai TV networks also increased rates 
between 8% and 20% in October last year. 

To be sure, TV will remain the single-biggest advertis- 
ing medium—especially in China, where a single ad on 
CCTV can reach more than 500 million viewers. Before 
accounting for discounts, marketers overall spent about $18 
billion—two-thirds of their budgets—on TV in China in 
2003, according to Nielsen Media Research. Hong Kong’s 
TVB says 2004 bookings have increased 10% over 2003’s 
figure so far, despite their recent 8% rate increase, though 
the company concedes that many of those buyers set their 
terms before the new rates took effect. 

However, marketers are also beginning to diversify their 
approaches. “Reach alone is not enough,” says Austin Lally, 
the general manager for corporate marketing at Procter & Gam- 
ble, the United States-based consumer-goods firm and China’s 
single-biggest advertiser. “We also understand the power of 
marketing directly to the shopper. You will see over time that 
the marketing approaches in China of P&G continue to evolve,” 
he says. That means Chinese consumers can expect to see more 
loyalty programmes and in-store marketing. 

Outdoor-advertising companies stand to benefit most. 
The survey predicted outdoor ads would grab three per- 
centage points more of marketers’ budgets in 2004 (see chart 
below). Hong Kong-based Clear Media, which owns 18,000 
bus shelters filled with advertising space in 30 Chinese cities, 
says that in some cities its billboards are seen by up to 


WINNERS AND LOSERS 
TV will lose out slightly to billboards, while China’s advertising 
spending is expected to soar in 2004 
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70% of young people five to 10 times a fortnight. “On TV, 
that would cost you an arm and a leg,” says Clear Media’s 
chairman, Steven Yung. Wider exposure brought Clear 
Media a 20% increase in gross profit in 2002. 


CHANGING TACK 

Not only are advertisers expected to increasingly choose 
other types of media over TV, but consumers can also expect 
to see more ads for pharmaceuticals and cars. Overall, some 
200 brand marketers responsible for placing $1.5 billion 
worth of ads in Singapore, Hong Kong, Malaysia, China 
and Thailand said they would spend 8.3% more during 
2004. The biggest push will come from China, where 
spending on ads is expected to grow 18% over last year’s 
total. Hong Kong and Singapore will record 5% and 4.9% 
ad-spending growth respectively. 

Global brands and ad agencies increasingly look to Asia’s 
burgeoning consumer power as a source of growth. Total 
Asian advertising spending is expected to outpace the rest 
of the world, growing 5.5% this year to $65.1 billion (includ- 
ing Japan), according to December forecasts by London-head- 
quartered media-buyer ZenithOptimedia. In comparison, 
Europe will grow 3.7% to $78 billion and North America 
will grow 5% to $154 billion. 

While they're spending more, the survey shows that Asia’s 


marketers may also be changing course to reach Asian con- 
sumers. Companies selling fast-moving commercial goods, 
such as diapers and fizzy drinks, were among the ad indus- 
try’s most important customers in 2003. But the advertis- 
ing-spending growth by those companies will slow to only 2% 
in 2004, from 7% in 2003. 

These companies are scaling back after costly product 
launches last year, and also turning more towards lower- 
cost promotions, such as sponsoring events, like street par- 
ties and sports events. “Advertisers are increasingly moving 
funding into in-store-placement marketing as their super- 
market customers become more sophisticated and more 
demanding,” says R3 principal Greg Paull. 

Filling their place, ads for pharmaceutical giants includ- 
ing GlaxoSmithKline and Ranbaxy will grow 15%, according 
to the survey. And after 68% sales growth in China last year, 
car-company marketers say they will re-invest in marketing, 
increasing spending by 13% in 2004. 

If the shifts away from traditional ads continue, Asian 
media companies without investments in outdoor hoard- 
ings had better think again. “Traditional media companies 
historically enjoyed monopolies or duopolies in Asia,” 
says JP Morgan analyst Andrew Swan. “Now you are find- 
ing companies more interested in trying nontraditional 
media. They've got alternatives.” = 
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Don’t Let the Worms Loose 


You’ve heard all the warnings, but still you open that random attachment that takes control 
of your computer and wreaks havoc on the Net. Viruses and worms are becoming more and more 
sophisticated. So here—again—is your essential guide to virus survival 


By the time you read this, the virus that was 
MyDoom (and occasionally Novarg) will hope- 
fully be a thing of the past. But how can it be that, 
despite all our supposed preparedness, these 
things keep getting through our defences to 
make our lives a misery? And what can we do 
to protect ourselves? 

MyDoom is actually not a virus but a worm, 
and sometimes called a vandal. What’s the dif- 
ference? Not a lot really; all you need to remem- 
ber is that for a virus to spread, the user has to 
do something—run a program, click on a link, 
open a file. Worms, though, can propagate on their 
own, searching for vulnerable computers, and can 
therefore move around a lot more quickly. 

This doesn’t mean, however, that a worm will 
always infect your computer without you doing 
anything. Most infections from something like 
MyDoom occur when the user clicks on the 
infected attachment. More on this below. 

MyDoom is just the latest in what is likely to 
be a long saga of attacks that do more than one 
thing. They’re called blended threats, and to get an 
idea of what you're up against, it’s worth taking a 
closer look at what MyDoom does, should you hap- 
pen to click on the infected attachment: 

e The Windows Notepad will open a file on your 
screen with lots of random characters and symbols. 
This is probably to fool you into thinking that’s all 
the attachment does. 

e While you're thinking you're OK, the worm 
will quietly drop two copies of itself into your com- 
puter’s System Folder (this is where all the impor- 
tant files are kept by Windows). 

¢ The worm will also alter the registry—the cen- 
tral library of Windows, where information is 
stored about what programs you have on your com- 
puter, settings such as the desktop colour, and what 
programs load when you start up your computer. 
The worm will add itself to this last list, so it starts 
up every time your computer does. 

+ The worm then scans your computer for any 
e-mail addresses it can find. It does a pretty thor- 
ough search, not just of your address book, but of 
10 different types of file, such as plain-text files and 
Web pages you've saved to your computer. 
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¢ The worm will install its own, tiny, barebones e-mail program 
called an SMTP engine (SMTP stands for Simple Mail Transfer Pro- 
tocol and is the standard we use for e-mail). 

e The worm then uses this engine to send copies of itself to 
all the e-mail addresses it can find (except, rather chivalrously, 
anyone from an academic institution, with the tell-tale .edu bit at 
the end of the address). 

¢ The worm then prepares itself to attack the Web site 
www.sco.com (a company which owns Unix software) and, in a 
recent variation, Microsofts Web site. This could be a clue as to 
the people behind the attack—folk who don't like software devel- 
oper SCO for its attempts to claim copyright over parts of Linux 
open-source software, an offshoot of Unix—or it could be a ruse. 
Although the initial attack brought down SCO’s Web site, one 
anti-virus vendor reports that the virus may have originated from 
Russia, making it unlikely this was the motive. 

e If youre unlucky enough to get a variation of MyDoom 
(called MyDoom.B) it does something else: It will overwrite 
files on your computer belonging to programs of anti-virus 
software vendors such as McAfee, Microsoft, F-Secure, Sophos, 







VIRUS BLOCKERS 


Some e-mail services are popping up that offer a slew of options to 
keep viruses away from your computer. While primarily designed to 
filter out spam before it gets to you, most also stop viruses. Alien- 
Camel (www.aliencamel.com) works very well. I’ve tried the latest 
version, and | have to say I’m impressed. 

In the few days I’ve been using it, I’ve received 363 e-mails, about 
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of being spam or other detritus. Not one of the 










The last email service 
you'll ever need! 
Replace the email from 


your SP and tay goodbye to 
Viruses and spam forever 






28 viruses in that lot got through. 
That’s a weight off my mind: Another e-mail 
account | was using that | didn’t push through 
AlienCamel—and that didn’t have any external 
spam or virus filterset through nearly 20 virus- 
laden e-mails, none of which was blocked by 
Norton Antivirus’ own e-mail scanner. 
AlienCamel can work either as a new e- 
mail address, or simply as a place you forward your existing e-mail to. 
It uses two virus-prevention systems, RAV and Kaspersky, which are 
updated 24-hours a day, seven days a week. (For spam, it uses a 
combination of approaches, including Bayesian filters, meaning the 
filters get smarter the more you use them.) If AlienCamel is not sure 
about an e-mail, it checks with you first before you download it. The 
result: Spam, and viruses, are stopped before they get to your com- 
puter. The service costs $16 for six months. I’d recommend it. 
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Symantec, Network Associates, Trend Micro and others. This basi- 
cally means you can't download updates to your anti-virus pro- 
grams—or even to Windows itself. 

e Finally, the worm opens some doorways in your computer’s 
software defences so its creator can get in again. These are called 
TCP ports (not to be confused with the physical ports on your 
computer where you plug in your printer or mouse) and are there 
to enable different programs to set up their own channels of com- 
munication with the outside world. There are 65,537 possible 
ports, but the most used ones are from o to 1,024: 194, for exam- 
ple, is reserved for Internet chatting. 

The MyDoom worm opens all the ports from 3,127 to 3,198, 
so your computer will listen through these doorways for fresh 
instructions from the worms creator. So long as your computer 
is infected, these ports will be listening. The creepy bit is we don't 
know what for. The creator could do almost anything with your 
computer through those entrances: Your computer could be used 
to send spam, as the host for a “phishing” scam to lure the unsus- 
pecting into giving up their banking passwords, or for a mass 
attack on a Web site. All without you knowing about it. 

As you can see, worms are complex beasts and we don't 
want them on our computers. So how can it spread so fast and 
wide? In the case of MyDoom, for it to get into your computer, 
you must have done something. As Daniel McNamara, admin- 
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Josh Estey 


istrator for a small Australian Internet Service 
Provider puts it: “The sad reality is that it is now 
six years since the first really successful mass 
mailer worm—which also required manual acti- 
vation. From then on there have been thousands 
of mass mailer worms that require manual acti- 
vation. Yet people still haven't learnt the lesson 
about not clicking on strange attachments. It’s 
all very depressing.” I feel for him: It’s adminis- 
trators like McNamara who have to cope with all 
the extra traffic, and the cleaning up, when these 
kind of attacks occur. 

So here’s what you have to do: 

* Install anti-virus software, but don't bet your 
computer on it. Anti-virus software is only as a 
good as the last virus, since it relies on detect- 
ing threats from its library of known viruses. 
Worms and viruses spread very, very fast these 
days—sometimes too fast for anti-virus devel- 
opers to spot, to update their virus libraries, or to 
get updates to you. Update your anti-virus soft- 
ware at least once a week, and run a scan every 
week. Do not trust your anti-virus software to 
update itself. Do it manually. 

* Don't be fooled by all the locks and confi- 
dent assertions your anti-virus software throws up 
on your screen: Your computer is NOT safe. Nor- 
ton Antivirus, for example, has blocked none of the 
copies of MyDoom I've been sent, despite its so- 
called e-mail protection feature. 

+ Update your Microsoft software every month. 
Most viruses and scams use weaknesses in Win- 
dows or Internet Explorer. Once again, don't trust 
automatic updates. 

e Install a firewall like ZoneAlarm 
(www.zonelabs.com), but don’t assume it’s safe. 
Technology consultant Seamus Phan points out 
that the free version of ZoneAlarm won't spot a 
mini-e-mailer SMTP engine working on your 
machine (ZoneLabs confirms this, but says the full 
version will). And, as Daniel McNamara points out, 
firewalls are no help with e-mail-borne viruses, 
since they're already on your machine. 

Finally, don’t assume you're safe because 
you've done all these things. Be vigilant. Don't 
open any attachment unless you're 100% sure you 
know what it is. (And don't send attachments to 
other people willy-nilly. You may freak them out, 
or lower their guard so they think all attachments 
are safe). 

As McNamara says, there’s no magic bullet for 
keeping out viruses. Don't be complacent, even if 
you have done everything you should. These things 
can still get in if you let them. Good luck. = 

More stuff at loosewireblog.com 
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MANUFACTURING 


Tata Shows the Way 


India’s mighty Tata group is taking India Inc. to the next level—flexing its manufacturing 
muscle and building brands that compete on the global stage 


ON A SUNNY DAY in September, a row of 
shiny compact cars in cherry red and pale 
grey rolled off an assembly line a few 
hours’ drive outside Mumbai. Made from 
scratch in India, the cars were bound for 
Britain where they would be sold under 
the Rover brand name. 

Ten years ago, nobody would have 
believed this was possible. Indian cars, 
like many other Indian manufactured 
products, were of such low quality that 
they could barely satisfy local consumers, 
let alone buyers abroad. 

Today, MG Rover Group is aiming to 
import 20,000 cars a year from India’s 
Tata conglomerate, an industrial empire 
more than a century old that illuminates a 
major change in the world’s second-most 
populous nation. Its manufactur- 
ing sector, long sluggish and 
inefficient, is becoming a 
new global force in car 
parts, steel and pharma- 
ceuticals. 

While India’s bur- 
geoning technology 
and outsourcing indus- 
tries grab most of the 
headlines, a quiet revo- 
lution is retooling the country’s manu- 
facturers, placing them on their firmest 
footing in decades. In a range of indus- 
tries, Indian companies are tapping their 
country’s engineering talent and cheap 
labour to surmount well-known obstacles 
like poor infrastructure. 

Indian drug giant Ranbaxy Laborato- 
ries is predicted to have the fastest sales 
growth of any generic-drug company in 
the United States over the next five years. 
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An Indian car-parts maker, Bharat Forge, 
gobbled up a German firm to become the 
world’s second-largest forging concern. 
The Tata group’s own Tata Iron and Steel 
has become one of the world’s lowest- 
cost producers, selling special steels to 
Toyota Motor, Hyundai Motor and other 
multinationals. 

India began to dismantle its socialist- 
style controls on the economy in 1991. 
It took a financial crisis that year, when 
India’s foreign-exchange reserves dipped 
to a dangerously low level, for the govern- 
ment to admit the system was literally 
bankrupt. Industries were flung open to 
private competition and companies freed 
from the need to seek government per- 
mission on business decisions. 

The changes brought a flood 
a of local and international 
NN competition, posing a big 
E N N challenge for Tata 
AAA Sons, the parent 
& company of a con- 
glomerate founded 
in 1868 by traders 
originally from 
Persia. The group 
had spread its reach over 
the previous century-and-a-half into every 
corner of the Indian economy, from tea to 
tourism and from steel to software. The 
Tata group not only founded the country’s 
first steel and airline companies, it also 
funded the country’s original scientific 
institute and even supported the struggle 
for independence from the British. 

But by 1991, when Ratan Tata, now 
66, became chairman of the parent com- 
pany, he took over a sleepy, unwieldy 
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group of more than 80 companies that 
lacked even a common logo to tie them 
together. Trained as an architect at Cornell 
University, Tata, a soft-spoken executive 
with a passion for aircraft and cars, says 
he knew he had to radically restructure— 
or flounder in the ensuing competition. 
“We needed to shed the flab of protec- 
tion,” he says from the group's Mumbai 
headquarters, where portraits of his 
forbears line the boardroom walls. 

Tata chose to make big, wrenching 
changes. He eliminated tens of thousands 
of jobs and rolled back benefits. To 
encourage innovation, he departed from 
his firm's rigid hierarchy to pose chal- 
lenges to a reservoir of talented young 
engineers trained at this country’s many 
top-notch technical institutes. It paid off. 
What were once has-beens became 
investors’ darlings. Last year, the stock 
prices of two major companies in the . 
conglomerate, Tata Motors and Tata Iron 
and Steel, both tripled. 

“The fact that Tata managed to restruc- 
ture most of its businesses is remarkable,” 
says Jyoti Jaipuria, head of research at 
DSP Merrill Lynch in Mumbai. Indeed, 
Tata and most Indian manufacturers still 
face obstacles to compete in the top tier 
globally. They're pushing the government 
to improve India’s old power and trans- 
port infrastructure. They re also lobbying 
for more policy changes to reduce bureau- 
cratic red tape, cut taxes and relax labour 
laws. Tata executives acknowledge that 
their group needs to become still more 
aggressive in recruiting talent and devel- 
oping new ventures in areas such as 
telecoms, where it’s off to a halting start. 
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NOVEL: The Indica’s automated assembly line breaks with labour-intensive manufacture 


Before India’s economic reforms, cost- 
cutting was barely on the radar screen at 
Tata Motors, the group's lorry-making arm. 
Demand for the vehicles surpassed supply 
so the company took it for granted that 
almost everything that came off the 
production lines would be bought. There 
was little thought of increasing capacity 
because the government set a ceiling on 
how many vehicles the firm could manu- 
facture. Salaries were not tied to perfor- 
mance, company officials say. Any change 
came down from the top in a corporate 
culture so deferential that managers some- 
times rehearsed what they would say 
ahead of meetings to avoid inadvertently 
offending superiors, recollects Tata. 

When economic liberalization arrived, 
Tata saw opportunity. Tata Motors had 
long wanted to expand into cars, but 
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couldn't get government permission. 
Finally, there was an opening. But friends 
warned Tata that he would be in over his 
head if he decided to build his own car 
just as international makers like Suzuki, 
Hyundai and Ford were targeting the mar- 
ket, he says. These companies had deeper 
pockets and greater experience in cars and 
competitive environments. 

Instead of backing off, Tata devised a 
bold expansion plan, drawing on the 
breadth of engineering talent at Tata 
Motors to leap into the car business. The 
company’s engineering prowess reflects 
an important advantage for India: a deep 
reservoir of home-grown technical muscle 
that goes well beyond software. 

Unlike most car-and-truck makers, Tata 
Motors’ technical brawn spans the gamut 
of the production process. Not only does 





the company manufacture vehicles, it also 
makes the machines that make the parts 
that are assembled into lorries and buses. 

Tata and his team put engineers at all 
levels to work on designing the small pas- 
senger car that would become the Indica, 
he and other company officials say. One 
team designed the Indica’s parts. Another 
division developed the conveyors for the 
car's assembly line. Yet another group built 
the machines to stamp the parts, and 
another churned out the software. 

The end result: Tata Motors developed 
the Indica for $350 million. An equivalent 
project in the U.S. or Europe would have 
cost at least three times as much, says V. 
Sumantran, a 16-year veteran of General 
Motors, now head of Tata Motors’ car divi- 
sion. The car was almost entirely devel- 
oped in-house. But unhappy with a clunky 
design developed internally, company 
managers tapped an Italian design firm 
to give the car its sleek exterior. 


TEETHING PROBLEMS 

In 1998, after about three years in devel- 
opment, the Indica hit the market. Prob- 
lems were immediately evident. Cus- 
tomers complained about poor suspen- 
sion, air-conditioning, and, above all, after- 
sales service, company officials say. 

Tata recalls his employees’ initial 
response was, “We haven't done anything 
wrong.” Tata hammered away at what was 
then a radical message: Put customers 
first. Tata Motors sent 500 engineers, 
most of whom had never before spoken 
to a customer, into the market place to 
spend up to three months talking to buy- 
ers, says R. Gopalakrishnan, a Tata group 
executive who sits on the Tata Motors 
board. The company also invited cus- 
tomers into the factory to share their 
experiences with engineers. Based in part 
on these meetings, the company began 
working to correct the problems, naming 
each improvement initiative after a 
particular customer. 

At the same time, Tata Motors went 
back to the drawing board and fixed the 
Indica’s glitches. In 2001, three years after 
the first Indica rolled off the assembly 
line, Tata Motors launched the next-gen- 
eration car. The new version quickly 
became one of the biggest sellers in the 
small-car segment in India. In the year to 
March 31, 2002, Tata Motors sold >> 
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64,000 Indicas, an increase of 46% from 
the same period a year earlier. The com- 
pany recorded sales of $1.9 billion from 
April to December 2003, an increase of 
49% over the same period a year earlier, 
according to its latest quarterly results. 

But as the company launched the 
Indica, an industrial slump throughout 
India hit demand for lorries. Tata Motors 
began posting huge losses, prompting 
Tata to turn his attention to cost-cutting. 
He bypassed senior managers and backed 
an effort to ask young engineers how 
they’d cut costs. One Tata Motors engi- 
neer remembers the company’s executive 
director summoning him and a group 
of colleagues to a mysterious breakfast 
and presenting a challenge: Within the 
next 72 hours, find ways to save 20% on 
costs. “We were incredulous,” says Atul 
Renavikar, one of the engineers. 

They returned with proposals to cut 
costs in every part of the business, says 
Ravi Kant, executive director of Tata 
Motors. In the ensuing months, they 
found savings in the cost of personnel, 
finance, inventory and materials that 
would reduce expenses by more than 
$200 million over a three-year period. 
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Indian labour laws make it very difficult 
to lay off workers, requiring large compa- 
nies to obtain government permission to do 
so. So Tata Motors launched a generous 
early-retirement programme, offering 
employees aged 45 years or more a por- 
tion of their salaries until they turned 60. 
The workforce has fallen to 22,000, from 
36,000 in the late 1990s, the company says. 

In 2002, Tata Motors turned its atten- 
tion abroad. The company found an eager 
buyer for the Indica in MG Rover, a 
British maker looking to add a small car 
to its stable of vehicles, officials at Tata and 
Rover say. MG Rover looked first in China 
but signed a deal for the Indica because 
of its low cost and high quality, says an 
official from Rover’s parent company. 

As he was reshaping Tata Motors, Tata 
was also recasting another of his con- 
glomerate companies, Tata Iron and Steel. 
The 97-year-old company, a major force 
in the industrialization of India, used to 
make steel at a price and volume set by 
the government. The company had 
evolved into a social-service agency of 
sorts. It provided the 700,000 inhabitants 
of Jamshedpur—its corporate headquar- 
ters in eastern India—with heavily sub- 


sidized hospitals, schools and utilities. 

In addition, company employees, who 
made up a quarter of the city’s population, 
enjoyed other, unusual perks. Tata Steel 
virtually guaranteed jobs to the children of 
employees who had served for at least 25 
years, making it hard for the firm to recruit 
talent and control the size of its staff. 

By 1992, consultants were telling Tata 
Steel executives that the company was 
“essentially dead in the water,” says its 
current managing director, B. Muthura- 
man. They pointed to the new govern- 
ment policy reducing steel tariffs, argu- 
ing that the company lacked the size, 
marketing experience and product mix to 
compete with foreign companies sure 
to enter the market. (Today average tariffs 
on steel are 20%, compared to as high as 
80% before the reforms.) 

But Tata and senior managers say they 
knew they had an unusual resource at 
their disposal: Jamshedpur’s vast reserves 
of high-grade iron ore. So they concluded 
that they could compete if they scaled up, 
modernized and diversified. Drawing, 
as Tata Motors did, on the depth of its 
engineering talent, Tata Steel rapidly 
designed and built a new mill. The com- 


INTERVIEW: RATAN TATA 


Group Identity 


Under Ratan Tata’s leadership, the Tata group has 


developed a sense of cohesion and the will to succeed 


RATAN TATA LEADS the 136-year-old Tata group, India’s 
most venerable conglomerate with businesses ranging from 
steel and software to tea and trucks. He recently sat down 
with the REVIEW’s Joanna Slater and Jay Solomon in Mumbai 
to discuss the transformation of the group since he took over 
in 1991. Excerpts: 


WHAT WAS YOUR FIRST PRIORITY WHEN YOU BECAME 

CHAIRMAN IN 1991? 

The first challenge that I thought I had was to make the group 
a group. Different companies were going their own ways and 
pulling in different directions. The first loyalty was to the 
company, not to the group—and I thought it ought to be the other 
way around. 


DESPITE YOUR MOVES TO CONSOLIDATE THE GROUP, IT 


REMAINS HIGHLY DIVERSIFIED. ARE YOU PLANNING FURTHER 
MOVES ON THAT FRONT? 
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pany also developed new products such 
as lightweight steels for Asia’s vehicle and 
electronics industries. 

Tata Steel got the new mill on line in 
just 26 months, half a year quicker than 
Japanese advisers at Nippon Steel believed 
possible. Indian construction workers and 
engineers worked 24-hour shifts, seven 
days a week. With the help of the new mill, 
Tata Steel has expanded output to more 
than 4 million tonnes of steel annually from 
about 2 million tonnes in 1992. Tata Steel 
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is now one of the five lowest-cost produc- 
ers of steel in the world, according to World 
Steel Dynamics, an industry publication 
based in New Jersey. By building more 
mills and making acquisitions overseas, the 
company says, it plans to raise production 
to 15 million tonnes by 2010. 

Meanwhile, the company is moving to 
reduce the financial burden ofits century- 
old social contract with the people of 
Jamshedpur. A world apart from the 
poverty and lawlessness of the surround- 
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ing countryside, Jamshedpur is a city of 
tree-lined lanes whose schools, hospi- 
tals and even golf courses were built, run 
and funded by Tata Steel. 

The company plans to transfer many 
civic and social roles to a separate company 
and start charging higher rates for its serv- 
ices, according to Niroop Mahanty, who 
heads Tata’s job-reduction programme. By 
March, he says, the company will have 
spun off the operation of the city’s water, 
sewerage, parks and some schools to the 
newly created company. 

Ina sign that drastic change was nec- 
essary, Tata Steel reduced the workforce 
to below 40,000 from nearly 80,000 in 
the early 1990s. By 2010, the company 
plans to cut staffing to about 20,000, says 
Muthuraman. The changes have brought 
opposition, fierce at times. “We are seven 
brothers and nobody has a job” at Tata 
Steel, says Sunil Prasad, 34, whose father 
worked at the company for 38 years. 
“People are very angry and disappointed.” 
Tata acknowledges that many are 
unhappy with the loss of employment, but 
is determined to move forward. “This is 
something we have to work our way 
around,” he says. = 


It’s a work in progress. People often ask, “Why is the 
transformation not [faster] like GE?” It’s because in this 
organization, for 150 years or so, no one has ever rattled the 
foundations and said, “Look, you might be sold, or we might 
close you down.” 


YOU'VE SAID TATA MOTORS WILL TRY TO PRODUCE A CAR 

THAT SELLS FOR ROUGHLY $2,000. 

The dream is that we can produce a car for about 100,000 
rupees ($2,200) that would be a real car. The market it would 
seek would be the users of scooters and motorbikes. I would 
imagine there would be a potential for about a million cars 
a year, here and in the region. 


HOW WOULD YOU RATE INDIA’S REFORM PROCESS? 


We will have to do much more in India. We need to change 
our labour laws. We need to make the whole manufacturing 
process in terms of approvals at the state and central levels 
much easier, if we are really to shine . . . Labour laws are 
particularly important because I think they would enable 
companies to shift gears as the environment changes. 


HOW WOULD YOU GAUGE THE GROUP’S PROGRESS SO FAR IN 
ITS TELECOMS VENTURE? 

I’m very hopeful and positive on telecoms, in the sense 
[that] I think the opportunities are enormous in a country of 
a billion people. It’s a business that involves huge investments, 


many times greater than steel or [cars] and it has long 
payback periods. So to many in the group, it has frightening 
proportions. I believe that we have to move much faster 
than we're doing, but I feel very confident that we will do 
so. We have gotten off to a slower start than we had expected. 


HOW WOULD A LISTING OF SOFTWARE GIANT TATA 
CONSULTANCY SERVICES, NOW AN INTERNAL DIVISION OF 

THE TATA PARENT COMPANY, FIT INTO BROADER PLANS 

FOR THE GROUP? 

There are two views. On the one hand, the IPO will give us 
a large dollop of cash initially, but we would cease to get the 
cash flows, which are not insignificant. So there’s a sort of 
split in the house. If we did have an IPO irrespective of when, 
I think it would, in the short term, help fund some of our 
telecoms activities. It would create a terrific currency for TCS 
to make acquisitions. 


ANY THOUGHTS ON YOUR SUCCESSOR, SINCE YOU'RE DUE TO 
RETIRE AS CHAIRMAN IN 2007? 

My job is to put someone in place before I leave. He or 
she has to carry the values of the group . . . [and provide] 
leadership in the same general manner that we have fol- 
lowed. I would hate for the new leader to move us back to 
the hierarchical kind of direction we were in earlier. A 
man or woman of his or her times, rather than someone car- 
tying baggage of the past. = 








| Money 


CURRENCIES 


Hidden Agenda 


Japan can live with a weaker dollar but it has a 
vested interest in keeping U.S. interest rates low 


By Tom Holland/Honc KONG 


FINANCE MINISTERS and central-bank bosses from the Group 
of Seven, the world’s leading industrialized countries, meet- 
ing in February amid the pink stucco architecture of Boca 
Raton in Florida, face a bewildering array of economic para- 
doxes. Among them is whether the United States dollar is too 
strong or too weak. 

Ask a European, and the answer is clear: The dollar is 
excessively weak. In the last two years, the dollar has fallen by 
30% against the euro, with the European currency rising from 
around 86 U.S. cents in early 2002 to $1.24 today. Not sur- 
prisingly, European policymakers are concerned about the 
effect of their currency’s appreciation on their exporters’ com- 
petitiveness and ultimately upon their economic growth 
prospects. In January, European Central Bank President Jean- 
Claude Trichet called the swing “brutal.” 

But talk to an American, and the chances are you will 
be told the dollar is too strong, if not against the euro, then 
certainly against the currencies of Asia, most notably the 
Japanese yen and the Chinese renminbi. At the G-7 minis- 
terial meeting in Dubai last September, U.S. pressure won 
the inclusion in the final statement of a call for more 
exchange-rate flexibility. That was a shot across the bows of 
both the Bank of Japan and the People’s Bank of China, which 
between them last year accumulated some $400 billion in 
foreign-exchange reserves, largely through intervention in 
the foreign-exchange market to 
preserve the competitiveness of 
their currencies. 

This time around, while Europe 
will be looking for a call for foreign- 
exchange-market stability, the U.S. 
will again be piling on the pressure 
for more flexibility from Asia. For- 
mer Assistant Treasury Secretary 
Richard Clarida called on the U.S. 
to “vigorously resist” efforts to make 
stability the main goal. Fred Berg- 
sten, another former assistant Trea- 50 
sury secretary, now director ofthe 5. . 
Institute for International Eco- 
nomics, said the G-7 wants Asia’s 
currencies to rise in value. 
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GROWING HUNGER 
America’s appetite for Japanese capital 
outstrips that for its goods 





of the statement. As a result, the yen is likely to strengthen in 
the short term, with the dollar falling towards ¥100 from cur- 
rent levels of around ¥106. 

Despite probable protests from Tokyo, Japanese policy- 
makers will not be too concerned. Although the yen has 
strengthened considerably against the dollar over the past two 
years, Japan's exporters have retained much of their interna- 
tional competitiveness. On a trade-weighted basis the yen is 
actually weaker than it was for most of 2001. 

But in the longer run, the Bank of Japan is likely to 
continue intervening in the foreign-exchange market. 
According to former Bank of Japan official Hiromichi Shi- 
rakawa, now chief economist at Swiss bank UBS in Tokyo, 
that’s because the intervention is aimed not so much at hold- 
ing down the Japanese yen as at keeping a lid on U.S. long- 
term interest rates. “The Japanese authorities want U.S. 
growth to continue,” he explains. 

Shirakawa argues that U.S. demand for Japanese exports 
is more sensitive to economic activity in the U.S. than to 
price, and that therefore Japanese growth depends more 
upon keeping long-term U.S. interest rates low than on hold- 
ing down the yen. Without Japan’s massive intervention- 
fuelled purchases of U.S. Treasury securities, he estimates 
that U.S. long-term interest rates would now be at around 
6%, rather than their current 4%. 


FOREIGN MANIPULATION 

Even if the Bank of Japan steps away from the foreign- 
exchange market immediately following the G-7 meeting, the 
chances are it will be back, and that Tokyo will continue 
buying U.S. Treasury bills at a furious rate. Proposals cur- 
rently before the Japanese parliament would raise Japan's per- 
mitted foreign-exchange-intervention ceiling from ¥79 tril- 
lion currently to ¥140 trillion, an increase sufficient to finance 
the U.S. federal government's projected budget deficit for fis- 
cal 2004 in its entirety. 

How long this Japanese targeting of U.S. interest rates 
can be maintained is another matter. Already there are whis- 
pers that the Federal Reserve is 
uncomfortable with the perceived 
foreign manipulation of U.S. 
interest rates. Potentially even 
more disruptive, however, is the 
risk that Japan's purchases of U.S. 
Treasury securities become a polit- 
ical football in Japan. According to 
one estimate Japan has suffered 
an accumulated foreign-exchange- 
valuation loss of between ¥8 tril- 
lion and ¥1o trillion on its hold- 
ings of U.S. securities. “Throwing 
money down the drain has not yet 
become a political issue in Japan,” 
says Tony Norfield, chief foreign- 
exchange strategist at ABN Amro 
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CURRENCIES 


Ringgit Lore 


It’s time to examine the myths that obscure the 
Malaysian currency peg’s questionable history 


By Dan Fineman 

The time has come to adjust the 
Malaysian ringgit peg. The peg 
has delivered vastly fewer ben- 
efits than commonly claimed, 
while it poses significant risks 
for the economy. Current con- 
ditions provide an ideal oppor- 
tunity to make this outdated 
currency regime more flexible. 

Myths surrounding the 
peg’s history distort the ringgit 
debate. Despite strong evidence 
to the contrary, a bizarre con- 
sensus has arisen that the peg 
rescued Malaysia’s economy in 
the late 1990s. Former Prime 
Minister Mahathir Mohamad 
introduced the peg, along with 
capital controls, at the height of 
the Asian financial crisis in Sep- 
tember 1998, and since then 
his supporters have somehow 
convinced the world that his stern measures saved the coun- 
try. Even the International Monetary Fund has adopted the 
Mahathir line, surely a troubling sign. 

The peg and capital controls proved at best irrelevant, 

_and possibly harmful, to the recovery. Had Mahathir blocked 
hot-money inflows in 1993, he could have prevented the crisis. 
Had he implemented controls in July 1997, when Thailand 
floated the baht and capital fled Malaysia, he could have eased 
the pain of the downturn. But pegging the ringgit and clos- 
ing the capital account in September 1998 after a full year of 
capital flight accomplished nothing. 

Mahathir could not have timed his moves worse. Two weeks 
before he introduced the peg and capital controls, currencies 
throughout Asia—including the ringgit—began to rally, and 
interest rates tumbled. In the year that followed, interest rates 
elsewhere in Asia fell as much or more than in Malaysia and cur- 
rencies matched or bettered the ringgit’s revaluation. In neigh- 
bouring Thailand, lending rates dropped by 6.25 percentage 
points against 4.9 points in Malaysia, while the baht’s 9% rise 
roughly equalled the ringgit’s September 1998 10% increase. 

Peg supporters claim that Mahathir’s measures provided 
the stable environment needed to revive the banks, but Korea 
and Thailand achieved more impressive reforms with floating 
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currencies and open capital accounts. An under- 
performing stockmarket represents the most — 
notable legacy of Mahathir’s measures. 

Since the crisis ended, the peg has delivered 
no discernible benefits. Foreign direct investment 
has fallen 25% over the past two years from 1998- 
99 levels and 2003 export growth of approxi- 
mately 6% has lagged that of other Asian coun- 
tries. The peg added little to price stability. Infla- 
tion has averaged 1.7% since 1998, against 1.8% 
in Thailand. Interest rates in both countries have 
remained similarly steady. 

Even if Malaysia retains capital controls, it 
could loosen the peg. Although simultaneous 
implementation of the peg and controls linked the 
two in the public eye, nothing in reality ties them. 
Hong Kong maintains both Asia’s tightest currency 
peg and its most open capital account. Indeed, 
assuming capital controls are designed to free gov- 
ernments to set exchange rates as they see fit, a dis- 
cretionary managed float makes more sense than 
a binding peg. 

While the peg has helped Malaysia little, it 
presents unlikely, but serious, risks. Throughout 
the developing world, currency pegs have pro- 
moted financial crises. Where pegs have held, as 
in Hong Kong and China, they contributed to 
deflation. Malaysia now faces neither crisis nor 
deflation, but currency pegs’ dismal history marks 
them as obsolete. 

The timing for an adjustment of the peg is 
ideal. Supporters rightly note that the peg is at 
present not under pressure. The country boasts 
ample reserves, stable prices and reasonably 
priced asset markets. But currencies are better 
floated at times like these, when gradual currency 
movements are likely, than when market stress 
forces the government's hand. Lack of urgency 
explains why politicians maintain pegs, not why 
flotation is unwise. 


ALTHOUGH THE SIMULTANEOUS 
IMPLEMENTATION OF THE PEG AND 
CAPITAL CONTROLS LINKED THE 
TWO IN THE PUBLIC EYE, NOTHING 
IN REALITY TIES THEM 


Malaysia need not float the ringgit freely. It 
could maintain a managed float similar to Sin- 
gapore’s hugely successful currency regime. 
But with that modest change, the country could 
enjoy the best of both worlds—currency flexi- 
bility and economic stability. = 
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BANGLADESH 


Tricky Trade-Off 


The decline in garment exports could seriously hurt 
Bangladesh unless it diversifies its export base 


44 far Eastern Economic Review 


By Subir Bhaumik 

The phasing out of the Multifibre Arrangement 
later this year seriously threatens the future of 
Bangladesh's ready-made-garments industry— 
which accounts for three-quarters of its export 
earnings and employs nearly 2 million people, half 
the nation’s industrial workforce. 

The country’s export income is already begin- 
ning to drop, though the volume of exports con- 
tinues to increase. Export earnings from ready- 
made garments to the United States—Bangla- 
desh’s second-largest market after the European 


VOLATILE 
Bangladesh’s current account has swung 
sharply between surplus and deficit 
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Union—dropped by 14% in the second half of 
2003. During the same period, Bangladesh's over- 
all export volume increased by 14.6%, a far cry 
from the mid-1990s when exports grew at the 
rate of 40% per year, mainly on the strength of 
garment exports. 

Bangladesh's Export-Promotion Bureau (EPB) 
statistics indicate that despite the rise in export 
volume, income fell by 3.24% during the second 
half of 2003 over the second half of 2002. As 
Bangladesh's ready-made garments face stiffer 
competition, exporters are cutting prices. “It is 
time Bangladesh reduced its excessive depend- 
ence on garment exports and diversified its export 
base,” says economist Munir Quddus. But that 
is easier said than done. 

A U.S. study estimates that Bangladesh could 
earn $600 million per year from exports of 300 
billion cubic metres of gas over a 25-year period to 
energy-hungry India. Its present recoverable gas 
reserves are estimated at 750 billion-goo billion 
cubic metres, while in the past 40 years, Bangla- 
desh has used only go billion cubic metres. The 
U.S. study says Bangladesh would make more 
money by exporting the gas through a pipeline 
rather than through other forms of value-added 
exports such as power. 

But opposition to gas exports to India con- 
tinues to grow, cutting across political divides. 
Even the pro-India Awami League wants to 
ensure Bangladesh's own energy security for two 
to three decades before allowing gas exports. “We 
must first have enough gas to meet our demand 
for 25-30 years,” says S.K. Osmani, chief of state- 
owned Petrobangla. 

The lack of export opportunities is forcing 
Western energy majors like Chevron-Texaco to pull 
out of Bangladesh. “Fresh investments in oil-and- 
gas exploration in Bangladesh will dry up if lim-_ 
ited exports to recover investments are not allowed. 
And those who have invested fear a loss of market, 
what with huge gas reserves discovered in Burma 
and India itself,” says Deepak Mehta, editor of 
South Asian e-newsletter Petrowatch. 

Similarly, Bangladesh could earn at least $300 
million annually in transit fees if it allowed trans- 
shipment of goods to India’s northeast from the 
Indian hinterland through Bangladesh's territory— 
but this remains an equally emotive issue. 

Bangladesh's current-account surplus has 
declined to $321 million from $558 million in the 
first half of the fiscal year ending June 30, 2004. 
At the end of January, the country’s external 
reserves were down to $2.46 billion from around 
$2.62 billion at the end of December last year, 
says the Asian Development Bank’s January 2004 
quarterly update on Bangladesh. = 
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Dow Jones Global Indexes Local Indexes Sie 
Index (Feb. 2) % chg YTD (Feb. 2) Mkt Unit Latest %chg YTD 
(Feb. 2) %chgYTD ` Australia 3,287.20 -0.57 Aluminium Ldn $/tn 1,636.00 +2.00 
Australia 218.28 +0.09 Bangkok 667.33 -13.58 Cocoa NY  $/tn 1,530.00 +0.99 
China 88 146.79 +8.15 Bombay 5,695.67 -2.45 Coffee NY c/b 74.95 +15.40 
Hong Kong 231.52 +6.79 Colombo 1,211.11 +14.03 Copper NY c/b 114.40 +9.42 
Indonesia 60.66 = + 10.29 Hong Kong 12,999.98 +3.37 Cotton NY c/b 68.64 -8.57 
Japan 79.66 +2.54 Jakarta 752.93 +8.82 Gold Ldn $/oz 398.35 -4.53 
Malaysia 112.21 +3.31 Karachi 4,841.33 +8.27 Oil: Brent Ldn $/barrel 30.23 +0.20 
New Zealand 186.71 +3.27 Kuala Lumpur 818.94 +3.15 Palm Oil KL Ringgit/tn 1,795.00 +1.18 
Philippines 62.83 -2.91 Manila 1,447.05 +0.32 Pulp OMLX $/tn 510.00 0.00 
Singapore 139.79 +4.95 Seoul 854.89 +5.45 Rice Bnk  $/tn 218.00 +7.92 
South Korea 116.99 +9.91 Singapore 1,848.36 +4.75 Rubber KL Mc/kg 472.50 0.00 
Taiwan 123.79 +9.25 Taipei 6,319.96 +7.29 Soyabeans Chg c/bushel 793.00 -0.13 
Thailand 69.81 -12.70 Tokyo 10,776.73 +0.94 Sugar NY c/b 5.72 +0.88 
U.S. Total Market 267.21 +1.72 Wellington 2,273.08 -0.23 Tin KL $/tn 6,450.00 -2.42 
Euro Stoxx 50* 2,853.90 +3.38 DJIA 10,499.18 +0.43 Wheat Chg c/bushel 385.00 +2.12 
FTSE 4,381.40 -2.13 AIG - Dow Jones Commodity Index 138.47 +2.36 
Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. *Dow Jones Stoxx ™ Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 
% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Japan (0.85% on week) 
(Feb. 2) GDP CPI Current acct | Trade balance _{-mth interbank | Prime rate ¥/$ 
Australia 2.5 (Sept Qtr) +2.4 (Dec Qtr) -26.52 (Sept) -15.45 (Dec) 5.49 9.50 105.2 
China 9.9 (Q4 '03) +3.2 (Dec) +35.42 (2002) +25.40 (Dec) 1.85 n.a. 
EU 0.6 (Q3 '03) +1.8 (Dec) +50.45 (Q3 '03) -14.85 (Nov) 2.10 n.a. 105.4 
Hong Kong 4.0 (Q3 '03) -1.9 (Dec) +18.43 (Sept) -8.52 (Dec) 0.08 5.00 
India 8.4 (Q2 '03/'04) +3.7 (Dec) +1.07 (Sept) -14.99 (Dec) 6.00 10.63 105.6 
Indonesia 3.9 (Q3 '03) +4.8 (Jan) +4.70 (2003) +27.45 (Dec) 8.14 7.86 
Japan 1.9 (Q3 '03) -0.4 (Dec) +132.39 (Nov) +90.66 (Dec) 0.06 1.38 — 105.8 
Malaysia 5.1 (Q3 '03) +1.2 (Dec) +11.87 (Sept) +37.14 (Nov) 3.00 6.00 
New Zealand 3.6 (Sept '03) +1.6 (Dec Qtr) -3.67 (Sept) -2.58 (Dec) 5.44 5.59 106.0 
Philippines 4.5 (Q4 '03) +3.1 (Dec) +3.43 (Sept) -2.10 (Nov) 6.22 9.22 
Singapore 3.7 (Q4 '03) +0.7 (Dec) +26.07 (Sept)  +25.26 (Dec) 0.69 5.50 106.2 
South Korea 2.3 (Q3 '03) +3.4 (Jan) +14.90 (Nov) +17.21 (Jan) 3.77 4.19 
Taiwan 4.2 (Q3 '03) -0.1 (Dec) +28.63 (Sept)  +17.07 (Dec) 0.92 0.85 106.4 
Thailand 6.5 (Q3 '03) +1.8 (Dec) +7.93 (Dec) +10.34 (Dec) 1.31 5:75 r ge. hg. an te ate 
US. 4.0 (Q4 '03) +1.9 (Dec) -547.41 (Sept) -491.69 (Nov) 1.10 4.00 sa Feb. 
Source: Government Statistics Source: MoneyLine Telerate 
FOREIGN EXCHANGE 
Key Currencies 
(Feb. 2) $1 worth Spot rate % chg YTD (Feb. 2) $1 worth Spot rate % chg YTD 
Australia dollar 1.3173 +0.77 Mongolia* tugrik 1,126.00 0.00 
Bangladesh taka 58.675 -0.30 Nepal rupee 73.00 0.00 
Brunei dollar 1.7009 +0.26 New Zealand dollar 1.4834 +2.91 
Burma** kyat 885.00 +0.56 Pakistan rupee 57.18 -0.03 
Cambodia** riel 4,127.00 -6.64 Papua New G. kina 3.2057 +2.98 
China renminbi 8.277 0.00 Philippines peso 56.15 -1.13 
European Union euro 0.8046 -1.37 Russia** rouble 28.615 +2.18 
Hong Kong dollar 7.7763 -0.17 Singapore dollar 1.6941 +0.21 
India rupee 45.3025 +0.65 South Korea won 1,170.00 +1.88 
Indonesia rupiah 8,450.00 -0.52 Sri Lanka rupee 97.23 -0.34 
Japan yen 105.58 +1.54 Taiwan NT dollar 33.324 +1.94 
Laos** kip 10,375.00 +0.58 Thailand baht 39.18 +1.00 
Macau pataca 8.0107 -0.45 Vietnam* dong 15,695.00 -0.24 
Malaysia ringgit 3.80 0.00 
Other rates: HK$ = renminbi 1.0641 S$ = ringgit 2.2419 SDR = $1.4854 *Official rate **Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow lones 


February |2, 2004 Far Eastern Economic Review 45 


| CURRENTS 


PERSONAL HISTORY 


he Survivor 


Twenty-six years ago, Im Vin and his family were herded into a Cambodian schoolhouse to face 
certain execution. That night, he took a decision that he can’t forget for as long as he lives 


By John McBeth/PorTLAND, OREGON 
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LOOKING BACK: 

“It was a lose-lose 
situation,” says Im Vin. 
“| could not find any 
better solution in that 
situation at that time” 





DRIVING THROUGH sheets of rain, past tech- 
nology parks and suburban eateries like Krispy 
Kreme and Chang’s Mongolian Grill, senior com- 
puter programmer Im Vin, his wife and their 20- 
year-old daughter talk about school, life in Portland 
and, most importantly, the directions to a down- 
town Thai restaurant. Up ahead, the couple’s two 
other daughters are travelling in another car. 

A typical Saturday night in America, a typical 
family. Yet for all the warmth of his family life, Vin’s 
- happiness is tinged with a profound sadness. 
Twenty-six years ago, on another night in another 
country, he took the hardest decision of his life. 

On that night in June 1977, Vin, his first wife, 
their three surviving children and about 200 others 
were herded by Khmer Rouge fighters into a school- 
house in eastern Cambodia. Vin knew what was 
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about to happen. Patting his children on the head, he told them that 
they were all about to die. The eldest two said nothing. Vin's eyes 
fill with tears as he recalls his youngest daughter, Peo, asking 
him: “Daddy, who will dig the hole for us?” Facing certain death, 
Vin's wife urged her husband to take his chances and—against 
all the odds—try to escape. He did. He lived. His family died. 

Vin wasnt the only one to escape. His cousin, Chhoeng Sokhom 
Theavy, also fled with him from the village, Chambak Ti Muoy, 
40 kilometres southwest of Kratie. Unlike Vin, Sokhom couldn't 
find the courage to tell his doomed family he was going to try to 
flee. He later resettled in France, where he is now a successful 
restaurateur and has three children from a second marriage. 

Armed with graphic details from villagers about the mas- 
sacre, the two cousins have returned to Cambodia in recent years 
to search for remains. The Yale Genocide Programme, which 
documents 520 burial sites around Cambodia, mentions 50 bod- 
ies in a cemented-over well in the grounds of a Buddhist temple 
where the murders took place. But there is no record of another site 
nearby that is believed to contain most of the victims—beaten to 
death with axes and clubs—of the two-day massacre. 

Even today, Vin is afraid to spend more than a few hours in 
Chambak. The former Khmer Rouge leader whom he believes 
marked his family for execution still lives there. Vins own sister 
served the Khmer Rouge as a teacher and also lives in Chambak, 
as do his father and mother. All knew what was about to befall 
Vin's family, but could do nothing to help him. Yet, as Cambo- 
dia continues to grapple with the legacy of a regime responsi- 
ble for 1.7 million deaths, Vin finds it hard to remain bitter, 
and says only the top leaders should go on trial. “The cycle of 
killing has to stop,” he says. 

I first met Vin and Sokhom in a dusty refugee camp in Ubon 
Ratchathani in northeastern Thailand about five months after their 
escape, in November 1977. It had taken them 36 days to walk the 
arduous 300-kilometre route to the Thai border, dodging Khmer 
Rouge soldiers and subsisting on wild fruit and roots. 

The last time I saw him was early the following year, just before 
he was accepted for resettlement in the United States. Indeed, even 
after tracking him down four years ago, it wasn't until December 
that I found myself walking up the path to his comfortable home 
in a Portland suburb. We agreed we never would have recognized 
each other in the street, but over the next few hours the years fell 
away and we talked as if we'd known each other all our lives. 

In many ways the reunion served to bring my 34 years of 
reporting Asia full circle. It wasn't a breaking story. It wasn't 
anything new or earth-shattering by Cambodia’s brutal standards. 
But for reasons I can't fully explain, it was a warm, intensely >> 
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personal experience—one of the small rewards Asia offers from 
time to time for those of us who have followed its fortunes. I 
think Vin, a dignified, soft-spoken man, felt the same way. But 
for him it was also painful. 


OF THE TENS OF THOUSANDS of Cambodians who fled their 
homeland, Vin and Sokhom were among the few to emerge from 
the area between the Mekong River and the Vietnamese border that 
was the cradle of Pol Pot’s revolution. Blessed with more plenti- 
ful supplies of food, life there was better than in many other parts 
of Cambodia. That is, until June 1977, when Vin realized with 
terrifying certainty that he and his family were about to die. 

In reality, Vin wouldnt have survived a day if the Khmer Rouge 
leaders had found out about his earlier work as an interpreter for 
U.S. special forces in Vietnam. All they knew was that he had 
once been a teacher in Kampong Speu, east of Phnom Penh, where 
he had met his first wife, Seng Sy, in 1965, with whom he had 
five children. But even that was enough to mark hin out as a mem- 
ber of the pracheachon thmey, or “new population.” These mostly 
educated Cambodians were forced out of Phnom Penh and other 
towns when the Khmer Rouge took over in April 1975. Shunted 
from one place to another, they lived under the constant threat of 
execution—if disease and starvation didn't get them first. 

After the evacuation of Phnom Penh, Vin and his family were 
moved to a rubber plantation near the Vietnamese border and later 
to a dam-construction site in Kompong Cham. Along the way, 
two of their children died. In February 1976, the family was finally 
allowed to settle in Chambak, where Vin had been born. 

More than a year went by, but people had begun to disappear, 
including some Khmer Rouge officials, and Vin kept his back door 
open in case his family needed to make its escape. Then in June 
1977, he returned home to be greeted with the news that they were 
on a list of 60 families due to be relocated to a plantation down- 
stream from his home. “I knew it was our time,” he says. 

Directed to assemble at the schoolhouse, few of the families 
realized what was about to happen. But Vin did. His wife had seen 
trucks taking people from a nearby village to a Buddhist temple 
two kilometres to the east, the opposite direction from where 
Khmer Rouge soldiers told them they would be going. 

Should he have left his family to die? “That’s a question I always 
ask myself,” he says softly. “I didn't think we would make it to Thai- 
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land. It was another way of choosing the manner 
of my death. I thought it would be better to die in 
the jungle.” Vin wishes he could have taken one of 
his sons, but without footwear, he says, the boy 
would never have made the arduous journey. 

Vin met his second wife, Kam Chary, 47, when 
he was helping to translate for U.S. officials at the 
Trat refugee camp in eastern Thailand. They were 
later reunited in Oregon, where her family settled. 
She remembers that during the first year of their 
marriage, Vin cried almost every night. “There have - 
been times when I spent almost the entire night cry- 
ing, just to get some relief,” he says. 

Vin was later to learn that only the men were 
killed on that first night when he slipped away into 
the darkness. The women and children were 





butchered on the second night. His wife, he has been 
told, was among the last to die, still begging her exe- 
cutioners to spare her children. 

Vin knows some people dort believe he asked 
his wife to escape with him. He also knows they con- 
sider him a coward. He doesn't blame them. It is a 
pain he alone must bear. “I told my mother dur- 
ing my first visit to Cambodia of my regrets,” he says, 
“and that I thought of myself as a coward.” He adds: 
“Tt was a lose-lose situation. I could not find any bet- 
ter solution in that situation at that time.” 

Dusk is descending as Vin ends his story. It 
has taken up much of the afternoon, but before 
we step out to dinner he wants to show me a video- 
tape Sokhom sent him after his first visit to Cham- 
bak in 1997. Set to haunting Cambodian music, it 
shows a tearful Sokhom retracing the steps of his 
family from the schoolhouse to the temple. Walk- 
ing with him are some of his relatives. 

As they reach the well in the temple grounds 
Sokhom falls to his knees, crying hysterically. He 
has brought nothing as a traditional Buddhist offer- 
ing to the dead, so he tears off his white shirt, sets 
it alight and drops it into the well. The tape ends and 
we walk out into the night. Twenty-six years may 
have passed, but for those who survived, the Cam- 
bodian tragedy lives on. 
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DUMPLINGS, INSHALLAH: Improvisation in Iraq 


Baghdad Fantasy 


In the occupation zone, a hotel room is turned into a 
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makeshift Chinese-dumpling restaurant 


I WAS ENTERING my fifth week on assign- 
mentin Iraq for NBC News and fantasizing about 
guo tie, juicy Chinese dumplings steamed on top, 
fried on the bottom—the kind I helped make 15 
years ago with the Han family in Tianjin in China. 
Every Sunday that summer of 1989, relatives would 
squeeze into a tiny flat to knead dough into wrap- 
pers, mix pork filling and fold the wrappers around 
it to make bite-sized pieces. The feasting began as 
soon as the first batch of dumplings came out of 
the hot pan, splattering oil everywhere. My mouth 
watered when I thought back to those meals. 

In Baghdad, travel was strictly curtailed, owing 
to the New Year’s Eve car bombing of the Nabil 
restaurant that killed eight people. We'd exhausted 
the more palatable options: shwarma and falafel 
from every stand in a two-block radius; pizza from 
the local Italian restaurants; even the serviceable 
fried rice at our hotel restaurant. A few ambi- 
tious colleagues were using the rudimentary kitch- 
enettes in their hotel rooms to cook. 

I considered trying my hand at dumplings, but 
pork was out of the question, and I don't eat beef 
or lamb. Chicken, after all the kebabs I’d con- 
sumed, didn't seem appetizing. So a vegetable fill- 
ing was in order—something like shiitake mush- 
rooms, bean sprouts, maybe some spinach, scal- 
lions, definitely ginger and garlic. The prospects 
of finding any of these in Baghdad seemed remote; 
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all I’d seen in the wet markets were aubergines, 
onions, potatoes and some type of cabbage. 

But then two things happened. First, one of our 
correspondents arrived from Hong Kong, bear- 
ing a gnarly knob of fresh ginger root. A few days 
later, during a chance excursion into a local super- 
market, I discovered a bag of dried mushrooms 
on a shelf darkened by a temporary blackout. A fur- 
ther rummage with a flashlight yielded two cans of 
bean sprouts, a small bottle of sesame oil, a larger 
bottle of Japanese rice wine and a large bag of flour. 
Inspired to improvise, I alerted the bureau: din- 
ner on me, dumplings on the menu. 

En route to the hotel, we spotted a stall hawk- 
ing fresh produce. Limp but fragrant parsley. 
Bushels of carrots. A bundle of spinach at the 
bottom of a basket. We also found garlic and thick, 
waxy chives. All for 2,000 dinars (roughly $2). 

Back at the hotel, I gathered up cutting boards, 
saucepans, a giant mixing bowl, chef’s knives, a 
rolling pin—mostly from our chef-correspondent, 
Richard Engel, known for plying his producers 
with late-night Sicilian dishes. By now, it was 6 
p-m. Bemoaning the absence of chopsticks and a 
wok, I budgeted two hours to make roughly 100 
pot-stickers for a dozen or so individuals. 

An hour later, the dough (three parts flour to 
two parts boiling water) was resting in a pan. Two 
fillings were prepared: carrots, mushrooms and 
bean sprouts for one, spinach and chives for the 
other—both laced with garlic, ginger, soy sauce, 
rice vinegar and a dash of sesame oil. Rolling out 
elliptical pieces of dough, I began to wish that we 
had a larger Chinese representation among our 
international gathering of journalists who could 
help fold and cook the dumplings. 

At 7:30 it was time to test a batch. I slid some 
dumplings into a smoking pan of sunflower oil. 
After five minutes, when the bottoms had turned 
a fetching golden brown, I added boiling water and 
quickly threw a lid over the crescendo of water spit- 
ting oil and steam. Ten minutes later, an impatient 
group of journalists and security men were 
hunched over a pan of cooked pot-stickers. 

The first bite yielded a blistering mixture of car- 
rot and mushroom and an unexpected soup—an 
overflow of soy, vinegar and sesame oil—that drib- 
bled down our chins. The aroma of frying garlic 
and sesame had floated up five floors above us into 
the bureau, and colleagues began streaming in. 
Soon I was pinching dumplings in between rota- 
tions of fry, steam, fry, on two hobs. If not for the 
occasional mortar round outside, it was as good an 
approximation of a Chinese restaurant as any— 
flickering fluorescent lighting, smoky air, piles of 
dirty dishes and a thick coating of grease. It was 
Tianjin all over again. ADRIENNE MONG 
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BY NURY VITTACHI 


HAVE A TALE TO TELL? 
Call (852) 2831 2502, 
fax (852) 2503 1530, or 
write to GPO Box 160, 
Hong Kong. 

By e-mail: tales@feer.com 





NEXT TIME A FLY lands in your 
soup, don't be too upset with it. It may 
have Alzheimer’s. 

An astonished Japanese scientist 
discovered that fruit flies become dod- 
dery, just like humans. Older flies kept 
forgetting things, even repeatedly land- 
ing on a machine that gave them elec- 
tric shocks. Scientist Minoru Saito 
noticed this in a creature that he said 
shared 80% of its genetic material with 
humans (a definition that for some rea- 
son made me think of Michael Jack- 
son). Saito’s conclusion: Flies that reach 
the ripe old age of three weeks became 
significantly gaga. 

The bad news: 21 days in fly-years 
is 40 human years, so any humans over 
four decades may well crash land on 
electric-shock machines, fall into soup 
bowls, etc. (But unlike humans, senile 
flies are too smart to comb their hair 
over their bald patches.) 

I like the way humans and animals 
have such a close relationship in Asia. 
Perhaps the ultimate example is Dilub- 
hai Rajput and the cow whose side he 
never leaves. 

Mr. Rajput, a jeweller in India, went 
to a business meeting and discovered he 
had lost a bag of diamonds. He raced 
back to a field where he had answered 
nature’s call on the way to the meeting. 
“When I reached that place, I found 
some cows strolling,” he said. “There was 
a haystack. I placed an empty bag simi- 
lar to the missing one before the cows. 
One cow started nuzzling it, confirming 
my doubts.” A cow had eaten it. 

He borrowed the beast, tying it up in 
a nearby abandoned house. Then he 
set up his bed by the cow’s hindquarters. 
Let us pass over the unpleasant details 
of what he had to suffer, merely report- 
ing that he quickly became an expert on 
cow-pats, each of which contained 
between two and 10 diamonds. A vet 
advised him that it could take a month 
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Animal Magic 


We should be kind to animals since many are far wiser than we are, 
and some appear to have solved mankind’s biggest problem 


or more for the entire 1,722 missing dia- 
~ monds to pass through the cow, so he will 
be there a long time. 

It strikes me that people who buy dia- 
monds often ask for a detailed history of 
the stone. I can imagine Mr. Rajput’s 
response: “Let’s not go there.” 

Another Asian with a close relation- 
ship with his animals is Thai farmer Tha- 
reechai Thongruay, who built an aerobic 
treadmill for his chickens. He got the idea 
from watching yuppies in the gym. It’s 
not just a matter of getting his roosters 
toned and sleek so they can pull the hens. 
He’s a cockfighting enthusiast and wants 
to cultivate the Arnold Schwarzenegger 
of the poultry world. 

The big topical question, of course, 
is: Are aerobicized chickens less likely to 
get avian flu? If so, maybe all yuppie 
health clubs in East Asia should be 
immediately commandeered for the 
exclusive use of poultry. A Hong Kong 
health official said last week that “the 
health of all chickens in the territory is 
being closely monitored.” I can just 
imagine the civil servants’ bedside man- 
ner as they take temperatures and hand 
out multi-vitamins at the coop-side: 

. “How are we feeling today? Shall we have 
a little lie-down? Don't want to strain our- 
selves, do we, chooks?” 

The Hong Kong tradition of taking 
caged pet birds out on walks is being dis- 
couraged. One wishes the same advice 
could have been given to the Guangzhou 
gentleman who took his pets—Goo scor- 
pions—out for a jaunt with him in a card- 
board box. He boarded a train on which 
the creatures made a successful break for 
freedom. The other passengers were not 
amused. The odds on him winning the 
Thoughtful Passenger of the Year award 
are long. 

But the awful thing about Asia is that, 
while many ordinary people are kind to 
animals, professional animal handlers 
often aren't. Take the staff of the Forest 
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BYE-BYE BIRDY: Fear of avian flu means street birds in Hong Kong are being sent 
indoors, and shrines are receiving food sacrifices of pizza instead of chicken 


Safari Park in Shenyang, in China’s Liaon- 
ing province. To celebrate Lunar New Year 
this year, staff caught the park’s monkeys, 
knocked them out with drugs, and then 
dyed them red and gold. 

“They seemed to be surprised at their 
new strange coats when they woke up,” a 
zoo spokesman said. (Incidentally, these 
people have dyed their horses to make 
them look like zebras, which tells us all we 
need to know about that particular zoo.) 

We should be nice to animals. The fact 
is, they can teach us a lot. Consider the 
monkeys at Mount Takasaki Monkey Land 
National Park in Oita, Japan. They appear 
to have discovered a Third Way of gov- 
erning a society, somewhere between the 
two main political systems that dominate 
the world: democracy and bullying. 

The three colonies of monkeys in that 
park recently abandoned traditional hier- 





archies and replaced them with rule by 
non-aligned leaders. 

“No single monkey has any real power 
over the entire colony and the current 
principal monkey is more like a tribal 
elder who gives out bits of wisdom from 
time to time,” Toshiyuki Ono, the park’s 
spokesman, told the Mainichi Shimbun. 
“I suppose they’ve learned to live peace- 
fully together.” Harmony has broken out 
within and between the groups. Observers 
are analyzing the situation to see exactly 
how the 1,600 macaque monkeys have 
solved a problem that has bedevilled 
humans for centuries. 

I'd like to examine this subject more 
closely, but counting in fly years (so to 
speak), my age is three weeks-plus, so I 
need to go and crash land on an electric- 
shock machine somewhere, unless I can 


find some soup to fall into. = 
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New Light 
On Nehru 


Two biographies revisit the life of India’s first 
prime minister, Jawaharlal Nehru, and show how 
he shaped the nation, writes Salil Tripathi 


As INDIA CELEBRATES 54 years of being a republic, the 
powerful legacy of its first prime minister, Jawaharlal Nehru, 
is being questioned more than ever. Nehru, heir to India’s 
Congress Party and father of the late Indira Gandhi, ruled over 
India for 17 consecutive years, during which, by sheer force 
of personality, he shaped how India thought, developed, 
expressed opinions, presented itself and dreamt. 

Some of his ideas, particularly his economic policies, are 
being discarded by the Hindu nationalist Bharatiya Janata 
Party, which now leads the governing alliance but which 
in Nehru’s time never garnered more than 7% of the national 
vote. The BJP is rewriting textbooks and challenging con- 
ventional history; some of its leaders are denigrating secu- 
lar icons like Nehru and Mahatma Gandhi, and projecting 
communal leaders. 

Oxford University academic Judith Brown and United 
Nations diplomat Shashi Tharoor have published fresh biog- 
raphies that build on the already hefty number of Nehru 
chronicles. Brown's biography is a serious, dispassionate 
work, written from a detached distance but admiring of 
Nehru’s policies. It is aimed firmly at scholars and resists 
making instant judgments. 

In contrast, Tharoor has written a lucid and accessible 
essay that is devoid of footnotes, but is refreshingly straight- 
forward in its opinions and interpretation of Nehru's life. Tha- 
roor writes that for the first 17 years of India’s independ- 
ence, the paradox-ridden Jawaharlal 
Nehru was India: “A moody, idealist intel- 
lectual who felt an almost mystical empa- 
thy with the toiling peasant masses; an 
aristocrat, accustomed to privilege, who 
had passionate socialist convictions; an 
Anglicized product of Harrow and Cam- 
bridge who spent almost Io years in 
British jails; an agnostic radical who 
became an unlikely protégé of the saintly 
Mahatma Gandhi . . .” 

Nehru was a scholar and a visionary, 
but practical enough to understand the 
limits of idealistic notions. He learned 
about nonviolence from Gandhi, but later 


[ Nehru: The 
Invention of India ] 
by Shashi Tharoor. 
Arcade Publishing. 
$24.95 


SHASHI THAROOR 
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PARADOX: Nehru was both a visionary and a pragmatist 


as prime minister was willing to discard it and use force 
in tricky political situations. At other times, his idealism 
failed—for example, when China invaded India in 1962 
despite Nehrv’s conviction that he alone understood Chi- 
nese intentions, and his certainty that the Chinese would 
never attack India. 

He was democratic enough to criticize the cult he foresaw 
being built around him and autocratic enough to trust only 
a select few, often showing poor judgment. Brown is partic- 
ularly critical of Nehru's dependence on V.K. Krishna Menon, 
his loquacious defence minister during the China debacle, 
who never tired of scoring imaginary points against the _ 
West at great cost to India’s international credibility. Partic- 
ularly notable were Menon's marathon speeches at the UN, 
which usually prompted delegates to leave the room. 

Just as in his 1982 scholarly study of Indian foreign pol- 
icy, Tharoor remains critical of Nehru for confusing the coun- 
try’s foreign policy and strategic interests with his personal 
philosophy and idealism. The result? India offered its views 
on many things, but could not defend its interests. 

On the domestic front, both writers credit Nehru for 
reforming Hindu practices by passing progressive legislation. 
But Nehru failed to implement a uniform civil code, some- 
thing the Indian constitution aspires to. Brown does not 
discuss this adequately, whereas Tharoor adopts a more com- 
plex approach. Unlike the BJP, Tharoor does not directly 
blame Nehru for offering special concessions to the minori- 
ties—a flashpoint in Indian politics today. Instead, Tharoor 
points out that the way Nehru implemented secularism set in 
motion inequitable approaches that could later be seen as 
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appeasement. However, both authors remind readers of 
Nehru's visionary outlook, praising him for firmly estab- 
lishing India’s democratic roots. 

Nehru's commitment to secularism—which is being chal- 
lenged by the BJP—stemmed from his belief in India’s com- 
posite, inclusive identity. As both authors note, that belief was 
so firm that the Mahatma’s use of religious symbols exasper- 
ated him. Nehru often fought with Gandhi, at times offering to 
break off completely, only to return, chastened, realizing that 
the moral appeal of Gandhi far outweighed his religious pre- 
. occupation. Here, Brown makes excellent use of archival mate- 
rial, sourced from, among others, the Nehru Memorial 
Museum, the India Office Library and the Library of Congress, 
as well as Nehru’s post-1947 papers from Sonia Gandhi. We 
sense Nehru's irritation when the unpredictable Mahatma sud- 
denly goes on a fast, obstinately pursuing a morally pure but 
less practical policy. Nehru’s loneliness, discussed more thor- 
oughly in Brown's work, shows up in 
other forms, such as in his unwillingness 
to delegate work. 

As both authors state, there was ||). Wum ; 
inevitably a gap between Nehru's ambi-  } N FHRU 
tion and performance, ideals and reality. a 
Nehru’s faith in Soviet-style planning put t 
inexperienced bureaucrats in charge of j 
running industries, leading to ineffi- 
ciency and incompetence. Curbs on the 
private sector restrained business, redi- 
recting entrepreneurial energy in the 
wrong areas, such as manipulating the 
licence raj, a debilitating system where 
the government decided which industries could be set up and 
how they should grow. Brown shows, too, how progressive 
legislation, like the abolition of untouchability in 1955 or land 
reform, remained on paper, as conservative forces worked 
around the new laws. 

But the overall picture that emerges from the books, and 
which is an accurate one, is that with all his faults, Nehru 
got the fundamentals right: Given India’s composite nature, it 
could only have functioned as an inclusive, liberal, democratic 
society. Brown concludes her biography tentatively, only say- 
ing that Nehru was “central to the making of modern India. . . 
He recognized some of the major issues confronting not 
only India but a whole generation of leaders in Asia and Africa, 
and was determined to grapple with them in ways the impe- 
rial rulers had never wished or had the authority to do.” 

Tharoor is more forthright: He identifies four pillars of 
Nehru’s legacy—democracy, secularism, non-alignment and 
socialism. In his measured verdict, he says: “Democracy 
endures, secularism is besieged, non-alignment is all but for- 
gotten, and socialism barely clings on.” That’s a fitting epi- 
taph for the politician who dominated post-colonial Indian 
politics as none other, a politician who ensured that demo- 
cratic roots held firm in his multi-faceted country and that 
India did not descend into a one-party dictatorship, as so many 
other former colonies sadly did. = 

Salil Tripathi is a writer based in London 





[ Nehru: A Political 
Life ] by Judith M. 
Brown. Yale University 
Press. $35 
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C E 0 C A L L SCOTT BLUME, CEO, Zuji.com 





Footprints in the Sand 


In his effort to build Asia’s top on-line travel agency, Scott Blume professes a very ‘un-dotcom’ 
management style, stressing realistic goals and accountability to investors 


r 
CONSERVATIVE ISN’T HOW you'd expect 
the CEO of a Web-based travel start-up to describe 
himself. Especially when that service calls itself 
an “on-line travel guru’ and uses such unortho- 
dox marketing tactics as towing a sandy “Paradise 
Island” around to get its message out. 
But that’s precisely the way Zuji.com 
CEO Scott Blume views his management 
style. Blume, 44, who says he’s a “re- 
formed chartered accountant thrust into 
the dark side of sales and marketing,” 
brings a no-nonsense approach to steer- 
ing his lean management team. The 
aim? To make Zuji.com, a joint venture 
between 16 Asia-Pacific airlines and 
United States-based on-line ticketing 
giant Travelocity, the region's first stop for 
on-line travel booking. “You have to have 
confidence in the team you put in place 
so that you can bring it together 
quickly, thrash the decisions out 
and get on with it,” Blume says. 
To be sure, Zuji—which 
means “footprint” in Chi- 
nese—has a long way to 
go. Despite launching : tomers let him know. Now, the com- 
more than a year ago and y pany has revamped the service and is 
a series of marketing cam- 3 > planning to re-launch it in February. 
The revelation? One size doesnt fit all, espe- 
cially in a place as culturally diverse as Asia. A good - 
example was Zuji.com’s experience with its Tai- 
wanese customers. The 
on-line travel portal runs 
a hotline so that, if cus- 
tomers want to, they can 
come back with questions or 
comments. When Blume 
and his team noticed an 
unusual number of calls 
from Taiwan, they decided 
to investigate. “It turned 
out that in Taiwan, it was 
common business practice to at 
least call the customer once to ask, 
‘Did you get your tickets?’,” Blume 
says. Since then, that’s just what Zuji 
has done. SCOTT NEUMAN 


paced world of e-commerce, compa- - 
nies need to move quickly to stay 
ahead of the curve, Blume says, 
but the rules of the game have 
also changed since the heady 
days of the dotcom boom. 
Businesses have to be more 
realistic about their goals and 
their obligations to investors. 
“I think there is more account- 
ability than arguably there has 
been in the past,” he says. 
Blume, an Australian who cut his 
managerial teeth at such established insti- 
tutions as Deloitte, finds the roll-up-your-sleeves 
atmosphere of a dotcom more challenging. “You 
probably make more mistakes than you would in 
a normal bricks-and-mortar environment where you 
know the business rules. But provided you learn 
from those mistakes, that’s fine,” Blume says. 
He admits to at least one error and an 
important revelation about working in 
Asia: The mistake was the premature 
launching of Zuji’s hotel product before 
all the kinks were worked out. Cus- 





































paigns (besides the island, 
Zuji conducted a major taxi-ad 
campaign last year in Singapore to 
raise brand awareness), Blume still con- 
siders it a start-up. 

In large part, that’s because of his con- 
servative management style. Blume has 
concentrated on getting the basics right 
before moving to the next level. “My phi- 
losophy throughout my career has been 
to minimize bureaucracy and maximize 
accountability,” he says. 

One of the ways to facilitate that is 
with the Monday morning “stand-up,” 
as Blume calls it. It’s nothing more com- 
plicated than a weekly staff meeting 
where all are encouraged to speak their 
minds in the interest of “crashing 
through the roadblocks.” In the fast- 
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NEHRU 
-Indians find it difficult to write any- 
-thing against Nehru, who is almost dei- 
fied by his countrymen. [New Light 
-on Nehru, InReview, Feb. 12.] Never- 
theless, he did more wrong than good 
after he became head of the country. 
Nehru’s greatest fault was his ego, 
which the media reinforced. Nehru is 
responsible for India not having many 
successful friends, as he loved being 
lionized by the developing world. 
R. SINGH 
New Delhi 


WHAT NEGOTIATIONS? 

Your editorial, Term Time [Jan. 29], 
is not a fair assessment of some of 
the grave issues you raised. Of course, 
whatever Chandrika Kumaratunga, the 
president, may say, she will have to 
go when her term of office expires 
according to Sri Lanka’s constitution. 
She cannot decide otherwise. 

You also say that the president 
was unhappy with the concessions 
made by Prime Minister Ranil Wick- 
remesinghe. She is right to be un- 
happy. Indeed, it is not only the presi- 
dent but virtually the entire country 
that is unhappy about the concessions 
to the Liberation Tigers of Tamil 
Eelam. You further say that the Tigers 
backed down substantially. This is non- 
sense. The Tigers have not backed 
down one bit. They have been demand- 
ing concessions. 

Lastly, you mentioned the Tigers’ 
decision to negotiate. There was no 
negotiation. Sri Lanka was just played 
-out. Not only has the president ques- 
tioned the bona fides of the peace 
negotiations, but almost all of Sri 
Lanka question the injustice that is 
behind the peace now being forced 
on the people of this country. 


MAURICE LORD 
Colombo 


Not Far ENouGH 

Your article, The Bomb Traders [Feb. 
12], rightly exposes the role played by 
Pakistan in nuclear proliferation. It is 
‘surprising, however, that the United 
States, the country which should have 
spearheaded the strongest campaign 
against individuals in Pakistan attempt- 
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ing to help other cou 
bomb, is simply tryin 
chapter. As long as Paki: s to 
be taking action against so th 

White House apparently is satis 


SAHANA SINGH 
Singapore 







UNTRUE 

I refer to “Toxinomics” [Shroff, Feb. 
19]. The allegation that Shin Corp. 
directly benefits from the govern- 
ment’s policy is wholly untrue. The 
mobile-phone import business is oper- 
ated by many manufacturers, includ- 
ing Nokia, Siemens and Samsung, and 
phones are distributed by a number of 
Thai companies, not only Shin Corp. 
Therefore, your columnist’s view that 
the company has capitalized on the 
appreciation of the baht because the 
company is the largest handset im- 
porter is not true. 

Moreover, the consumer finance 
business, in which the company has 
recently invested, has not started oper- 
ations. In addition, low-interest credit 
is the major policy currently imple- 
mented by many commercial banks. 
The group's investment in this busi- 
ness is aimed at harnessing a synergy 
from its customer base and does not 
relate to government policy. 

In view of the overall market 
growth, the company is not the only 
one to experience a rise in share value. 
Other sectors, such as real estate and 
construction, have also been grow- 
ing. A more thorough analysis of 
the performance of the company’s 
shares would show a relatively lower 
price/earnings ratio than that of other 
companies. 

Your so-called analysis is an imag- 
inative piece of writing based on the 
interweaving of subjective thinking 
that causes misunderstanding and is 
damaging to the company. 


TEERAPONG KHEMARERKAMPON 
Assistant Vice President-Corporate Affairs 
Shin Corporation Public Co., Ltd. 
Bangkok 
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| Editorials | 


Malaysia Cracks Down 


Abdullah Ahmad Badawi’s anti-corruption campaign takes a leap forward 


WHEN ABDULLAH AHMAD BADAWI took over as 
Malaysia’s prime minister from Mahathir Mohamad, he prom- 
ised to make the fight against corruption a priority of his admin- 
istration. Though heartened by this pledge, many Malaysians 
still wondered whether it would only involve petty criminals. 
That includes the low-level officials who squeeze a little duit kopi, 
or “coffee money,” to speed along a permit application or look 
the other way with a speeding offence. Then suddenly, anti-cor- 
ruption officials last week hauled into court a prominent busi- 
nessman and a sitting cabinet minister. 

First, Eric Chia, who once headed the national steel com- 
pany, Perwaja Steel, was charged with criminal breach of trust 
for allegedly approving an illicit payment of 76.4 million ring- 
git (then about $30 million) in 1994 to an allegedly fictitious 
company in Hong Kong. Two days later, Land and Coopera- 
tive Development Minister Kasitah Gaddam was charged with 
two counts of corruption. Mr. Kasitah is accused of involvement 
in an allegedly illegal sale of millions of ringgit worth of shares 
in a plantation company owned by a government agency that 
was formerly headed by him. And as we go to press, another 
prominent individual has been charged in a separate case. All 
three defendants have pleaded not guilty. 

As the accusations involve alleged wrongdoings as old as 
a decade, the belief is generated that nothing is too old to 


escape a probe. And if some still weren't entirely convinced 
that Mr. Abdullah means business, a senior government 
official revealed over the weekend that another 18 high-profile 
cases were under investigation. 

Malaysians will be hard-pressed to recall another outbreak 
of virtue like this. Yet it will still be difficult to counter speculation 
that the campaign is linked to upcoming general elections. Mr. 
Abdullah's party, the United Malays National Organization, lost 
many supporters following former deputy prime minister Anwar 
Ibrahims sacking, trial and jailing. While Umno and its coalition 
partners continue to have enough support to be assured of win- 
ning at coming polls, the issue will be the margin of victory. Fight- 
ing corruption certainly will resonate with voters. Malaysians, 
however, will want reassurance this is no cynical exercise to attract 
their vote. Thus, as the New Straits Times reported political 
scientist Chandra Muzaffar saying, “The ultimate litmus test 
would be whether Abdullah is capable of moving against political 
heavyweights or act against corruption such as money politics 
in Umno. People have raised these questions.” 

Ina recent speech, Mr. Abdullah has said that “my first hun- 
dred days were my statement of intent,” and that “now we get 
to work and walk the talk.” His countrymen will watch where 
that path takes him. Early indications at least are that it leads 
some considerable distance indeed. = 


Patriots P Country Beijing misses the point of its Hong Kong compact 


Why Is BEIJING’S rule over Hong 
Kong so disheartening? Because com- 
munist Beijing fails to understand what 
drives the territory. If another demon- 
stration of this was needed, it came with 
Donald Tsang’s trip last week to the Chi- 
nese capital. The Hong Kong chief sec- 
retary was there to consult on the pace 
of democracy in his city. Instead, he was 
told that Hong Kong can only be left in 
the charge of “patriots.” 

Liberal societies like Hong Kong—and 
there is no question that it is one—are 
based on one key right: The liberty to think 
and speak freely. Almost all other rights 
exist to guarantee the ability of citizens 
to exercise their right to agree with or dis- 
sent against their rulers. Patriotism is an 
admirable quality in a people. But it can- 
not be a qualification for leadership, sim- 


ply because patriotism is impossible to 
measure in good citizens and is too often 
worn on the sleeve by opportunists. 

Take the July 1 demonstration by half 
a million Hong Kong residents against 
plans, now shelved, for anti-subversion 
legislation under the Basic Law’s Article 
23. Beijing apparently has queried if it 
is patriotic to oppose the legislation. 
But surely seeking to keep Hong Kong’s 
existing way of life cannot be judged 
unpatriotic. And neither can the exercise 
ofa right to be heard be deemed patriotic— 
what about rally supporters who could 
not attend? This leads us nowhere. 
Which is exactly the point Beijing cannot 
seem to grasp. 

Just as disturbing, Xinhua, the official 
news agency that Beijing uses to make 
pronouncements, also sought to argue 


during Mr. Tsang’s trip that “one country” 
is the premise of “two systems.” This con- 
tradicts the spirit of the agreement under 
which Britain handed over Hong Kong to 
Chinese sovereignty. And Hong Kong 
residents know this. 

Thousands emigrated in the late 1980s 
and early 1990s precisely over fears of 
“one country.” Many have since returned 
to contribute to the city’s economic and 
cultural vibrancy: On the understanding 
that “two systems” is their bulwark against 
the ways of Beijing. Indeed, it is “two 
systems” that is the premise that per- 
suaded Hong Kong residents to accept 
being subsumed as Chinese citizens. 

We worry that anyone who might style 
himself a patriot in the manner of China’s 
authorities will fail to understand the 
nature of this Hong Kong compact. = 
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North Koreans 
Seek New Markets 


United States President George W. Bush's administration 
believes that North Korea is looking to smaller countries 
in Asia and Africa for arms proliferation and illicit drug sales 
in the wake of Libya’s decision to give up its weapons of mass 
destruction and Pakistani physicist Abdul Qadeer Khan's 
confession that he sold nuclear technology. “The North Kore- 
ans are looking to little African countries and Burma to 
try to sell things like missiles, machine-guns and ships,” 
asserts a senior U.S. official. The sale of missile technol- 
ogy is tightly regulated. The official says Libya and Iraq 
are no longer in the market for nuclear weapons and claims 
that Pakistan and Iran are no longer interested in buying 
from North Korea, which is being closely monitored by 
the U.S.-led Proliferation Security Initiative. “They're hurt- 
ing and they’re now trying to compensate by selling drugs, 
counterfeit money, and that’s illegal,” the official says. “We've 
been going around and raising consciousness and getting 
governments to crack down. [North Korea’s] business plan, 
whatever it is, has got to be pretty negative.” (See related arti- 
cle on page 18.) 


SHANGHAI SKYSCRAPER BACK ON TRACK 
Something is finally going on in Shanghai's highest-pro- 
file vacant lot. The Shanghai World Financial Centre, a 
planned ror-storey building in the city’s Lujiazui financial 
district, is at last under construction—for the second time. 
The project, led by Japan's Mori Building, has a chequered 
history. Begun in the mid-1990s, construction work was 
halted in 1997 amid a slump in the city’s property market. 
In February 2003, Mori made a gala announcement of a new 
design, adding seven stories to the skyscraper’s original 
plans that will make it, at 492 metres, one of the world’s 
tallest buildings. But for nearly a year after the announce- 
ment, despite the city’s relentless construction boom, the 
site has been vacant and idle. That raised speculation about 
financial problems and questions about whether the con- 
troversial building (some Chinese think it looks like the 
Japanese flag) would ever get built. But in early February, 
construction crews finally recommenced work on the pil- 
ings. It seems that for now, Shanghai's race to erect one of 
the world’s tallest buildings in time for its 2008 World Expo 
may actually be on track. 


CHEN Courts TAIWAN’S HAKKA VOTE 

In Taiwan's tight presidential race, no voter block has been 
more avidly pursued by President Chen Shui-bian than the 
island’s Hakka community. Hakkas are an ethnic sub-group 
that began emigrating to Taiwan from China centuries ago. 
These days they make up about 12% of the electorate, main- 
tain their own close-knit communities and linguistic dialect, 
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REACHING OUT: Taiwanese Hakkas, whose vote is being courted 


and have traditionally sided with Chen’s Kuomintang rivals. 
To win them over, Chen has been learning Hakka, a fact 
emphasized in a widely aired television spot showing the pres- 
ident practising a Hakka song with his teacher. Chen also used 
the island’s first presidential candidate debate on February 14 
to contrast the KMT’s record against his own administration's 
support for Hakkas, including the creation of a cabinet-level 
Council of Hakka Affairs and a Hakka cable-television station. 
There is evidence that Chen is being heard. Take Taoyuan 
county, an important battleground next to Taipei with a Hakka 
population of about 40%. Local strategists in both parties 
expect Chen to do better in Taoyuan on March 20 than he did 
in 2000, when he won 33% of the county’s votes. They say the 
Hakka vote there will be vital. KMT officials in Taoyuan esti- 
mate Chen could win 40%, while officials in Chen's party say 
he will gain as much as 47%. 


Tuar Mus.tims CONFUSED BY POLICIES 

Conflicting policies set by Thai Defence Minister Tham- 
marak Isarangura and Deputy Prime Minister Chavalit 
Yongchaiyudh could damage chances for a quick solution 
to southern Thailand’s worst flare-up of Muslim-related vio- 
lence in many years. The two retired army generals have 
been spearheading the drive for peace in the south since sus- 
pected Muslim activists attacked an army camp in Narathi- 
wat province on January 4, killing four soldiers. But many 
in the minority Muslim community in the area are confused 
by Thammarak’s hawkish approach, which conflicts with 
the more diplomatic tactics employed by Chavalit, say sen- 
ior Thai officials close to the issue. For instance, when south- 
ern Muslim leaders issued a statement in early February say- 
ing they would no longer cooperate with the government, 
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Thammarak was quoted as saying he wasn't bothered, while 
Chavalit said the community leaders should be given assur- 
ances to get them back into the fold. Prime Minister Thaksin 
Shinawatra on February 10 said he was taking over personal 
control and announced a big development programme for 
the region. “But Chavalit and Thammarak are still leading 
on the ground,” says one official. 


BRITAIN PLANS To Up AID To BURMA 
Britain plans to increase the amount and broaden the scope 
of the foreign aid it provides to military-run Burma in the 
hope that more grass-roots assistance will facilitate change 
in the impoverished country. Officials from Britain's foreign- 
aid arm, the Department for International Development, 
presented their draft plan to donors, diplomats and non-gov- 
ernmental organizations in Rangoon on February 15 and in 
Bangkok on February 17. The 15 million ($28 million) plan, 
seen by the REVIEW, calls for increasing funding for an HIV- 
Aids programme, while also branching out into educa- 
tion, public-health and other development programmes 
focused on improving food security and creating productive 
assets for the poor. “It can be possible to achieve change 
in the medium to long term if the case for change is pre- 
sented in a way that both demonstrates the benefits for 
the people and does not challenge the [military government 
in Rangoon],” the report reads, noting that its new gambit 
would fall within the parameters of the European Union's 
joint foreign policy towards Burma. The United States 
currently bars its aid agencies from operating in Burma in 
protest at the military government’s human-rights record. 
Following that line, neither the World Bank nor the Asian 
Development Bank currently provide development assis- 
tance to Burma. In 2002, Burma received $121 million in 
total development assistance, mostly from Japan. 


Mataysi4’s PREMIER Accepts U.S. INVITE 
Malaysia’s new Prime Minister Abdullah Ahmad Badawi 
has accepted an invitation to address United States corpo- 
rate representatives in Washington in June. “He has agreed 
in principle, pending his election. If he does well, he’ll 
come,” says Ernest Bower, president of the U.S.-Asean Busi- 
ness Council, a grouping of American companies active 
in Southeast Asian countries. Abdullah, who took over as 
premier from Mahathir Mohamad in November, is widely 
expected to call a general election as early as mid-March, fol- 
lowed by elections within his ruling United Malays National 
Organization. U.S. officials say they expect Abdullah's 
June trip to turn into his first state visit to the U.S. as well, 
but they say they can't formally invite the prime minister 
until after the elections. When Abdullah, then Malaysia’s 
deputy prime minister, visited the U.S. soon after the Sep- 
tember 11, 2001, terrorist attacks in New York and Wash- 
ington, he was submitted to a rigorous security check at Los 
Angeles airport. His treatment prompted an angry protest 
from Mahathir. 
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Regional Briefing | 


THIS WEEK 


Malaysia Steps Up Campaign Against Corruption 


A crackdown on corruption in Malaysia has 
picked up momentum in recent days with the 
arrest of the man who ran the government’s state 
investment company and the resignation of the 
minister of Lands and Cooperative Development 
in the face of charges. Shaharin Shaharudin was 
arrested and charged with corruption on Febru- 
ary 17 in Kuala Lumpur. He is accused of “breach 
of trust” in connection with the misuse of money 
for car purchases by Perbadanan Nasional, the 





UNDER FIRE: Kasitah quits 


A textile manufacturer, Sotoh, 


has decided to increase its 


dividend 15-fold in an effort to 
fend off a hostile takeover bid 
from an American buyout firm, 
Steel Partners. The decision by 
Sotoh comes a month after the 


same strategy was used by 


another Steel Partners takeover 
target in Japan, Yoshiro Chemical. 
The strategy is designed to raise 


the value of shares in the 


takeover target high enough to 
make the price too dear for the 
buyer. However, it is unlikely that 


Steel Partners or any other 


acquisitive company would object 
to a strategy that raised the value 
of their holdings dramatically. 
Experts say the takeover bids are 
critical to persuading cash-rich 
Japanese companies that they 
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company he headed when 
the crime was allegedly 
committed in 2001. On 
February 18, Lands and 
Cooperative Development 
Minister Kasitah Gaddam 
quit so he could “focus on 
clearing his name” of cor- 
ruption charges, according 
to local media. 





should distribute some of their 
holdings to shareholders. “This 
will serve as a wake-up call for 
many other companies in a 
similar situation,” said a strategist 
for brokerage Goldman Sachs. 


DEFENCE: Takeovers in Japan 
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The economy grew at its 
fastest rate in more than 
13 years in the quarter 
to December 31. Growth 
of 7% on an annualized 
basis answered critics 
who feared that the yen 
was becoming too 
strong to maintain 
Japan’s competitiveness 
in key export markets 
such as the United 
States. It was the fourth 
straight quarter of 
growth, the economy’s 
most sustained drive in 
more than six years. 
Said one local econo- 
mist, echoing a common 
sentiment: “I think the 
outlook remains good 
for 2004.” 


Spending on advertising 
in Japan declined 0.3% 
to $53.8 billion last 
year, according to 
estimates from Dentsu, 
Japan’s largest advertis- 
ing firm. Japan had been 
expected to break a 
three-year slump in ad 
spending as the rest of 
Asia grew at 8%-10%. 
The biggest drop for the 
world’s second-largest 
advertising market came 
in newspaper advertis- 
ing, which slipped 1.9% 
from 2002. 





RIOTS THAT LASTED nine 
hours in an inner-city 
district of Sydney, 
Australia, sparked by 
the death of an Aborigi- 
nal teenager, left about 
40 police injured. The 
riots on February 15 
came after 17-year-old 
Thomas Hickey died in 
what his mother said 
was an accident caused 
by a police chase. She 
said that her son was 
being pursued by police 
when he fell off his 
bicycle and was impaled 
on a metal fence. Police 
denied her accusation. 


BIRD FLU 


Thailand reported an 
outbreak of bird flu in 
hundreds of wild storks in 
a bird sanctuary, lending 
more support to the 
theory that the Asia-wide 
outbreak was caused by 
migratory birds. Japan 
reported its first new 
infections in weeks in a 
cluster of pet chickens in 
an area 850 kilometres 
southwest of Tokyo. 


The Supreme Court 
overturned the corrup- 
tion conviction of Akbar 
Tanjung, the parliamen- 
tary speaker and leader 
of the former ruling 
party of deposed Presi- 
dent Suharto, Golkar. 
(See article on page 16.) 
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Tanjung had been 
sentenced to three 
years in prison after 
being found guilty in 
September 2002 of 
embezzling nearly $4.8 
million in government 
funds intended as part 
of a 1999 food pro- 
gramme for the poor. 
Prosecutors alleged that 
the money ended up in 
Golkar’s coffers. The 
Jakarta High Court 
upheld that verdict after 
an appeal 23 months 
ago. Many believe that 
Tanjung will now run for 
the presidency of 
Indonesia later this year. 


The head of the Indone- 
sian Bank Restructuring 
Agency said the country 
has failed in its effort to 
push through effective 
banking-sector changes 
needed to stave off 
another financial crisis. 
Ibra’s chairman, Syafrud- 
din Temengung, speaking 
on the eve of the final 
week before the agency 
shuts down, said efforts 
to improve regulation of 
the nation’s banks have 
also failed. 


BURMA 


A senior opposition 
leader and colleague of 
Aung San Suu Kyi has 
been moved from a 
prison to house arrest. 
Family members of Tin 
Oo, vice-chairman of the 





CAPTIVITY PARTLY OVER: Dissident Tin Oo is home 
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National League for 
Democracy headed by 
Suu Kyi, said he is “a bit 
thin, but in good health.” 


SOUTH KOREA 


Parliament approved 
sending more than 3,000 
troops to Iraq. This will 
form the third-largest 
force in the country after 
those of the United 
States and Britain. The 
vote endorses a decision 
made in December by 
President Roh Moo Hyun. 
The deployment has been 
controversial in South 
Korea, but Roh said the 





FORCE: Troops to Iraq 


country should send the 
troops in support of its 
alliance with the U.S. 
About 37,000 American 
troops are based in South 
Korea to deter any attack 
from the North. 


The nation’s first free- 
trade agreement, with 
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Chile, was passed by the 
national assembly easily. 
But then hundreds of 
farmers protested, hurling 
rocks and bottles at riot 
police after the vote. The 
trade pact removes tariffs 
on Chilean products such 
as copper, grapes and 
wool. In turn, Chile will 
eliminate tariffs on key 
South Korean exports 
such as mobile phones 
and cars. Proponents of 
the deal say that it could 
lead to important trade 
agreements with Japan 
and Singapore. 


Hyundai Motor reported 
an 80% increase in profit 
for the quarter to Decem- 
ber 31, 2003. The strong 
result was fuelled by 
record sales in the United 
States, though domestic 
buying remained slug- 
gish. The company has 
the seventh-largest 
vehicle-market share in 
the U.S. Hyundai is 
enjoying a big increase in 
vehicle quality, having 
moved last year from 
23rd to 13th place in 
long-term vehicle-quality 
rankings by research 
firm JD Power. 


SINGAPORE 


The government says it 
will install anti-missile 
defences on Singapore 
Airlines’ jets. The revela- 
tion comes in response to 
incidents over the past 
couple of years in which 
passenger and cargo jets 
were targeted by terror- 
ists with missiles. One 
common missile defence 
for military aircraft is a 
system that spews out 
bits of metal foil that 
ignite as they hit the air, 
throwing heat-seeking 
missiles off target. 








SPOTLIGHT 





BREAKTHROUGH: Scientists cloned stem cells 


KOREAN SUCCESS 

In a world first, a South Korean research team 
has succeeded in cloning and extracting stem 
cells from human embryos. The breakthrough, 
announced in the journal Science by two Seoul 
National University scientists, Hwang Woo Suk 
and Moon Shin Young, has elicited wildly differ- 
ent reactions: Some liken it to the discovery of 
penicillin and others to the sci-fi horror of cloned 
people. The scientists said that they had cloned 
30 human embryos, grown them for a week to 
the early blastocyst stage where the embryo is a 
handful of cells, and extracted stem cells. 

The use of stem cells to treat degenerative 
disorders represents a potential medical revo- 
lution. The cells, with their potential to be con- 
verted into different kinds of tissue, promise 
cures for ailments as diverse as diabetes, spinal- 
cord injury and Parkinson's disease as early as a 
decade from now. 

One key question: Why South Korea? Re- 
searchers cited many factors including skilled 
researchers, a mysterious benefactor who funded 
the programme and availability of a centre with 
one of only a handful of human stem-cell lines 
approved by the United States for research. 

The process of so-called therapeutic cloning 
is a far cry from cloning humans—a leap that 
the Seoul team opposes. That hasn’t silenced 
critics. “The age of human cloning has apparently 
arrived: today, cloned blastocysts for research, 
tomorrow cloned blastocysts for baby-making,” 
read a statement from Leon Kass, chairman of 
the President’s Council on Bioethics. 

Don Greenlees 
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JAPAN 


The Decline of 


Japan’s Farmers 


Farmers have long formed one of Japan’s most politically powerful 
groups. Now they are ageing, losing their clout and facing competition from 


imports as politicians look for a new support base 


AS TOKYO SEEKS free-trade agreements 
with several Asian nations and Mexico, Japan- 
ese farmers like Koji Suemitsu are getting an 
uncomfortable lesson in just how much their 
political clout has diminished. 

Last year, when the pig farmer in the rural 
town of Kushira, population 13,000, in south- 
ern Kagoshima prefecture tried to organize 
a rally ata government office to oppose cheap 
pork imports, just 12 people showed up. 
That’s compared with almost 100 who 
routinely came to protests in the 1980s. After 
the rally, he helped send off a group of local 
farmers to Tokyo, 950 kilometres away, to 
lobby lawmakers, only for them to get the 
cold shoulder from key Diet members who 
once courted the farm vote. 

Meanwhile, Suemitsu has watched help- 
lessly as Japanese negotiators have proposed 
doubling imports of pork from Mexico cost- 
ing just ¥250 (about $2.50) per kilogram, 
¥100 less than he can produce it for. 

“Tokyo isn't listening any more,” says 
Suemitsu, 50, who's already seen pork prices 
drop in half since he started farming 23 years 
ago. “Lawmakers don't see any merit any 
more in protecting agriculture.” 

In a shift that is radically altering the 
landscape of Japanese politics, the country’s 
once-powerful farmers are finding them- 
selves in the unaccustomed position of 
struggling to get Tokyo's ear. 

Japanese policymaking has long been 
dominated by special interests, from small- 
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By Martin Fackler/KusHIRA 


shop owners to surgeons. Among them, 
farmers have been one of the mightiest, and 


most coddled, groups. 


Farming has long held a special place 








in the national psyche. In a nation domi- 
nated by factories and urban sprawl, the 
countryside is seen as a repository of pris- 






tine national values, like har- 
mony and community spirit. 
These emotional associations 
have helped make agriculture 
sacred in Japanese politics. 

So has the reliability of 
rural votes, which have 
helped guarantee the con- 
servative Liberal Democra- 
tic Party (LDP) a half-century 
of rule. In exchange, the 
party showered the country- 
side with subsidies, generous 
public-works projects—and 
trade barriers that kept out 
cheaper imports. 

This has created the 
unreal situation where 
Japan's 3.9 million farmers 
have been able to sustain 





FARMERS LOSE 
THEIR CLOUT 


Japan’s political base is 
moving to the city as: 


e Farmers are ageing 


e Free-trade agreements 
bring competition 


e New regulations sup- 
port corporate farming 
over small-scale farms 


e A new generation of 
leaders is taking over 


middle-class annual incomes of ¥7.6 mil- 
lion from plots that average a mere 1.6 
hectares. That compares with average 
annual incomes of about $60,000 from 
farms averaging about 200 hectares in the 
United States. 

But in recent years, the farm lobby has 
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ON THE DECLINE: Japan’s farmers have 
earned well, but they’re fading away 


begun to lose its grip on Tokyo as 
demographic change shrinks the base 
of rural voters. 

Japan's declining population is a 
national problem, but the countryside 
has been hardest hit. Rural areas are 
literally draining as young people leave 
for the bright lights of cities like Tokyo 
or Osaka. Over the last decade, the 
number of Japanese living on farms 
has dropped by a quarter to 13.5 million. 
Forecasters predict it will drop by half 
again by 2025. Those left behind are 
also getting older. At the time of the 
2000 national census, more than half 
of all full-time farmers—s53%—were 
aged 65 or older. 

In the long run, farmers and offi- 
cials say the decline will likely alter the 
fabric of rural society. As family farms 
dwindle, larger, more cost-efficient cor- 
porate-run operations could rise to take 
their place. 


A DYING BREED 

But the more immediate effect has been 
political. The falling number of rural 
voters is forcing the LDP to change tac- 
tics and make more efforts to court city 
dwellers. Until the 1990s, most of the 
party’s back-room dealers and king- 
makers were from farming districts and 
got their power by ensuring that rural 
interests were protected. Now, a new 
generation of more photogenic lead- 
ers like Prime Minister Junichiro 
Koizumi and LDP Secretary-General 
Shinzo Abe—at 49 the youngest person 
ever to hold that post—has risen by 
appealing to urban voters. 

This also means less influence 
within the party for pro-farm lawmak- 
ers—known as the “agricultural tribe.” 
These politicians fiercely fought efforts 
to open agricultural markets, shielding 
farmers behind outright import bans 
and tariffs as high as 1,000%. But over 
the past decade, Japan has been steadily 
lowering trade hurdles and allowing in 
a growing number of farm imports—a 
move welcomed by long-suffering con- 
sumers, who can still pay as much as 
$100 for a melon. 

“The agricultural tribes are a >> 
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dying breed,” says Ichizo Ohara, who 
served as agriculture minister in the 
mid-1990s. 

At no time has the waning political 
influence of farmers been as apparent 
as during the current round of negotia- 
tions for free-trade agreements. With an 
eye to wooing urban voters, Koizumi has 
vowed to “make whatever concessions are 
necessary” to make negotiations succeed, 
according to news reports. 

Such agreements have broad appeal— 
outside rural areas—as sources of export 
jobs and lower consumer prices. Despite 
their larger numbers, urban and suburban 
residents have been too poorly organized 
and passive to be a political force. But now, 
as rural populations shrink and electoral 
reforms reduce inequalities between rural 
and urban votes, city dwellers have become 
a crucial constituency for the LDP. 

“The [agreements] are an interesting 
test of whether the LDP values consumers 
above farmers,” says Richard Jerram, 
chief economist at ING Securities in 
Tokyo. “Five years ago, the answer would 
have been no. This will show how prior- 
ities have shifted.” 

Japan is a relative latecomer to the 
free-trade game, signing its first agree- 
ment just last year, with Singapore. But 
fears of being upstaged by Beijing have 
prompted Tokyo to make a sudden push 
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DIMINISHING CLOUT: Japanese farmers march b 


ilar snags, say Japanese officials. 

But political momentum is behind 
the agreements and passage is only a mat- 
ter of time, say farmers and Agriculture 
Ministry bureaucrats. “The [agreements] 
are inevitable,” says Tatsuya Kajishima, 
the ministry’s director of trade policy. Des- 
perate to limit damage from the deals, 
Japan's farm lobby has chosen to make 
what might be its last stand. 

In Kagoshima, an area of rolling hills 
and active volcanoes on Japan's southern- 
most main island of Kyushu, the trade 
pacts are feared as a threat to one of the pil- 


AS THE YOUNG DEPART FOR THE CITIES, THE NUMBER 
OF JAPANESE LIVING ON FARMS HAS FALLEN; MORE 
THAN HALF OF JAPAN’S FARMERS ARE 65 OR OLDER 


across Asia. In the last two years, Japan 
has made a broad effort to sign sepa- 
rate agreements with Mexico and a half- 
dozen Asian nations. It is in formal talks 
with Mexico and South Korea, has begun 
negotiations with Thailand, and has 
completed a round of talks with the 
Association of Southeast Asian Nations. 

Talks with Mexico stalled on the 
issues of pork and orange juice in 
October, though Mexican President 
Vicente Fox was already in Tokyo to pre- 
side over the signing of a deal. Negotia- 
tions with Thailand, a major producer 
of agricultural products ranging from 
rice and sugar to chicken, may hit sim- 
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lars of the local economy: pork production. 
The prefectural assembly has twice passed 
formal resolutions asking Tokyo not to sac- 
rifice farm interests in negotiations. 

The Kagoshima agricultural coop- 
erative, to which most the prefecture’s 
farmers belong, has spent ¥3 million 
to air an hour-long TV documentary 
showing bucolic images of earnest farm- 
ers planting rice and other traditional 
crops. It’s part of a campaign to convince 
city dwellers that Japan needs a healthy 
agricultural economy. 

“Were drawing the line here, at the 
agreements,” says co-op president 
Kouichi Kawaida. “If we open to more 





am ae 


efore a trade meeting in Tokyo 


free trade, it will wipe out agriculture 
in Japan.” 

Indeed, more open trade is itself one 
of the reasons why so many people are 
leaving rural areas, speeding their politi- 
cal decline. When Torao Kitamura started 
raising pigs 35 years ago in Nokata, a vil- 
lage in Kagoshima, it was a ticket to a 
solidly middle-class standard of living. But 
over the past decade, he says, cheaper 
imports have crunched prices. Last year, 
when the price of pork hit ¥370 per kilo- 
gram, the lowest he’d ever seen, his 
income fell to ¥6 million, down from ¥10 
million in the early 1990s. “Last year was 
hell,” he says, his usually smiling face 
turning grave for a moment. 

Kitamura says dozens of nearby 
farmers have given up. When he started 
farming there were more than 300 pig 
farmers in Nokata and neighbouring vil- 
lages, he says. Today, just 70 are left. 
Now 65 years old, Kitamura says he may 
retire soon. Despite his family having 
farmed in Nokata for five generations, 
he says he’s glad his four children have 
no interest in succeeding him. He hopes 
his nine grandchildren won't follow in 
his footsteps, either. 

“I worry about being the last farm- 
ing generation, but I don't want them to 
succeed me,” Kitamura says. “Agriculture 
is just too risky now. I can't recommend 
it to young people.” 

Signs of rural decline are evident 
across Nokata. Empty homes and weed- 
filled former rice paddies are now a com- 
mon sight in the village of 2,500 people, 
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where fields dotted with ancient burial 
mounds attest to.the fact this region has 
been farmed continuously for more than 
two millennia. The local elementary 
school now has just 30 children in its six 
grades, and may have to be closed soon, 
say town officials. 

Nationwide, agricultural prices have 
slid 16.4% over the past 10 years, accord- 
ing to Agriculture Ministry figures. Over 
the same period, farm incomes have 
fallen 29%. Behind the declines has been 
Japar’s slow but steady opening of its agri- 
cultural markets. 

Long a major importer of soy beans 
and cereals like corn, Japan remained self- 
‘sufficient in most fruits, vegetables and 
meats until the 1980s. Pressure from 
trade partners and global treaties pushed 
Tokyo to open up. Japan now produces 
just.40% of the food it consumes, the low- 
est level in the developed world. 

Japanese farmers say they've responded 
by cutting costs and boosting productiv- 
ity. Suemitsu says he’s tried to increase 





economies of scale by cramming as many 
pigs as will fit onto his tiny, 1.5-hectare 
farm; last year he sold 2,160, making him 
one of the largest pig farmers in Kushira. 
He's also reduced disease by feeding them 
anti-bacterial drugs. 

Still, he says, the costs of labour and 
environmental regulations like building 
tanks to dispose of pig faeces and urine 
make raising pigs in Japan far more 
expensive than in Mexico and Thailand. 
“We can't compete on an equal basis,” says 
Suemitsu, a strong, compact man who 
is shyly friendly. 

As more farmers drop out, and others 
retire, organizing political activities has 
become increasingly difficult, Suemitsu 
says. Membership in his local pig- 
farmers’ association has dropped to ro 
from 70 when he started farming in 1981. 
“We don't have much influence any 
more,” he says. 

As family farms close, a new presence 
may be starting to take their place in the 
countryside: Companies are buying 



















empty plots to build larger-scale fa: 
A few kilometres away from 
mitsu’s farm is what may be the s 
of things to come. A subsidiary of 
Inc., one of Japan's largest supermarke 
has opened a factory-like pig farm t 
now produces about 20,000 pigs for 
slaughter each year, all to be sold at Dalei 
stores, Says a company spokeswoman. a 
The government is starting to encour- 
age farms like these to make Japan more > 
competitive in an increasingly globalized _ 
market place. In 2005, it plans to cut sùb- 
sidies to smaller farms to spur mergers. 
Regulations are also being rewritten to 
facilitate creating corporate farms. 
Still, only 1,271 corporate farms 
existed in Japan in 2000, 0.34% of all 
the nation’s farms. “We need to push for: 
ward the commercialization of Japanese’ 
agriculture,” says Ohara, the former agri- 
culture minister. “The development of: 
internationally competitive farms in 
Japan has been retarded too long by spe- 
cial-interest groups.” = 
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INDONESIA 


Cleared to Run 


Akbar Tanjung’s acquittal on corruption charges 


raises questions about the judiciary and paves the 


way for a fierce party-leadership struggle 


By John McBeth/JAKARTA 


IN ACQUITTING PARLIAMENT'’S speaker and Golkar’s chair- 
man, Akbar Tanjung, of corruption charges on February 
12, Indonesia’s Supreme Court did more than prompt alle- 
gations that it succumbed to political pressure. The ruling 
also cleared the way for a power struggle within the former 
ruling party over which candidate will represent Golkar in 
July’s presidential election. 

Tanjung had been sentenced to three years’ jail in Sep- 
tember 2002 after being found guilty of embezzling 40 
billion rupiah ($4.5 million) in state funds that were allocated 
in 1999 to feed the poor. He lost an appeal and the case went 
to the Supreme Court, where it remained in limbo for more 
than a year. 

Four of the five judges 
relied heavily on the fact that 
Tanjung was acting on the 
instructions of then President 
B.J. Habibie when he took 
the funds from a state logis- 
tics agency. But the ruling 
prompted criticism from 
many legal experts. “It’s un- 
explainable,” declares Rifqi 
Assegaf, the executive direc- 
tor of the Indonesian Institute 
for an Independent Judiciary, 
pointing to the lack of obvious 
nonjudicial motives behind 
the decision. 


Bay Ismoyo/ AFP 


Bucking the majority deci- MOVING ON: An emotional Akbar Tanjung after his acquittal 


sion to acquit Tanjung, the 
fifth judge, Abdul Rahman Saleh, delivered a scathing dis- 
sent—the first ever to be read out in the Indonesian Supreme 
Court. He accused Tanjung of shameful conduct, saying he 
had abused his power and betrayed the trust of Habibie. 
Predictably, the majority decision reinforced widely 
held negative perceptions of an Indonesian legal system 
that continues to foot-drag on reform. Jogjakarta Sultan 
Hamengkubuwono X immediately dropped out of Golkar’s 
presidential race in protest, reducing the field of candidates 
to six. And Rizal Ramli, a former chief economics minister, 
summed up the general public disgust with the verdict when 
he told the Review: “I’m really sick looking at something 
that insults common sense.” 
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The facts of the Tanjung case are undisputed. In early 
1999, Habibie gave the then State Secretary Tanjung the 
task of carrying out a 40 billion rupiah programme to buy 
emergency food supplies for people suffering as a result 
of the 1997 Asian financial crisis. But instead of employing 
state officials, Tanjung hired two civilians to administer the 
money—and subsequently was unable to account for how 
it had been disbursed. 

The two men, members of a small Islamic foundation, 
returned the full sum to the government before facing trial 
with Tanjung in 2002. Their three-year terms were cut to 18 
months by the Supreme Court. 

By appearing to overlook Tanjung’s own role in the episode, 
the Supreme Court set a disturbing precedent for future cases 
involving the accountability of public figures, according to a 
Western legal expert familiar with Indonesia’s judiciary. “All 
this confirms the impression that the judges are no more than 
small bureaucrats who can't bring themselves to challenge 
dominant interests,” he says. “The elite hasn't lost a case in 
30 years and this just continues that tradition.” 

Tanjung’s acquittal will have an immediate impact on 
Golkar’s preparations for the presidential election. Now that 
the uncertainty has been cleared away, manoeuvring will 
begin in earnest within Golkar to select a candidate for the 
opening round on July 5 of the country’s first direct presi- 
dential election. 

Tanjung is a consum- 
mate politician with a broad, 
though relatively thin, layer 
of support wielded through 
loyalists in Golkar’s provin- 
cial chapters. But political 
observers and many party 
members say he lacks the 
charisma to beat incumbent 
President Megawati Suka- 
rnoputri, leader of the Indo- 
nesian Democratic Party for 
Struggle (PDI-P), in a two- 
horse race. 

To become Golkar’s pres- 
idential candidate, Tanjung 
will almost certainly have to 
fight off a spirited challenge 
from former Defence Minister Wiranto, who has made up 
ground with a slick campaign over the last six months. 
Although he is saddled with legal problems of his own, 
Wiranto’s strength lies among many of the Golkar’s 420 
district level chapters, which will carry the real weight in the 
party’s final convention in late April. 

But if Tanjung is considered damaged goods in some 
quarters of Golkar, Wiranto, a retired four-star general, 
will also find it tough to win over the party, which his rival 
has led for the past six years. Says one senior Golkar politi- 
cian: “Wiranto is a novice who can easily be outmanoeuvred 
by Akbar. He needs to have a very good strategy if he is going 
to avoid that.” = 
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COMPARING NOTES: U.S. 
diplomat James Kelly 
(right) met with South 
Korean officials recently 
to map out strategy 


NORTH KOREA TALKS 





Ahn Young-joon/AP 


An Alliance Under Stress 


The upcoming six-party talks in Beijing may be as much about healing rifts in the U.S.-led 
alliance as getting Pyongyang to abandon its nuclear-weapons programme 


DEEP DIFFERENCES AND a legacy of broken promises 
between the United States and North Korea prompt analysts 
to downplay prospects for a breakthrough as another round of 
talks aimed at getting Pyongyang to abandon its nuclear- 
weapons programme starts on February 25 in Beijing. 

On one level, recent revelations from Pakistan that a rogue 
nuclear scientist supplied weapons plans and materials to 
Pyongyang may have made the U.S. allies slightly more 
willing to tolerate a hard American line. But at the same time, 
the five nations meeting with North Korea still must sort 
out their own significant differences. And Pyongyang, judg- 
ing by its record, will likely be looking for every opportunity 
to exploit perceived differences between the U.S., China 
and South Korea in particular. 

Even though Washington plans to maintain its tough 
stand, U.S. officials are optimistic that just holding the six- 
party talks, which also include Japan and Russia, will help 
build momentum and make it harder for Pyongyang to ignore 
calls to abandon its nuclear programme. “We expect that 
the round will result in further progress toward a perma- 
nent solution, even if the progress is not readily apparent,” 
lead U.S. negotiator James Kelly told a North Korea confer- 
ence in Washington on February 13. The assistant secretary 
of state added that “with continued international solidarity, 
there is good reason to believe that North Korea will eventu- 
ally rethink it assumptions and reverse course.” 
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By Murray Hiebert/WAsHINGTON and Donald Greenlees/SEOUL 


Private experts have lower expectations. “I think we're just 
going to tread water,” says Marcus Noland, a Korea special- 
ist at the Washington-based Institute for International Eco- 
nomics. “North Korea believes nukes are key to its survival. 
The U.S. feels burned and will insist on a rigorous verifica- 
tion process,” he says, referring to Washington's anger that 
North Korea has violated previous nuclear agreements. He 
adds that the U.S. presidential elections scheduled for Novem- 
ber may give Pyongyang another “incentive to stonewall,” 
as it hopes that a new president with less hardline policies 
toward North Korea will replace George W. Bush. 

Pyongyang has offered to freeze its existing nuclear pro- 
grammes in exchange for energy assistance and Washing- 
ton lifting trade sanctions and providing security assurances. 

The U.S., on the other hand, has insisted that only North 
Korea’s “complete, verifiable and irreversible” dismantling of 
its nuclear programmes will earn Washington's consideration 
of aid and security guarantees. Pyongyang has sought in recent 
weeks to highlight its plutonium-reprocessing prowess by 
showing it to an American delegation. Meanwhile, it is deny- 
ing it ever admitted to having a second nuclear programme 
involving highly enriched uranium, the event that touched off 
the current crisis in the first place 17 months ago. 

Prior to the recent revelations about links between 
Pyongyang and Pakistan's nuclear tsar, Abdul Qadeer Khan, 
China and some in South Korea had voiced doubts about 
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American claims that North Korea had a uranium-enrichment 
programme. That has not been the only source of contention. 
China, while playing a lead role in setting up the talks, sup- 
ports North Korea’s calls for a U.S. security guarantee, argu- 
ing that Washington needs to address Pyongyang’s concerns. 
Beijing has specifically criticized the U.S. Proliferation Secu- 
rity Initiative under which the U.S. and its allies have agreed 
to interdict illegal weapons and drug shipments. 

Underlying China’s ambivalence may be a desire to get 
Washington's help in thwarting moves by Taiwanese President 
Chen Shui-bian towards independence. Neither Beijing or 
Washington has discussed any linkage between the issues, but 
it will be interesting to see how China’s cooperation on North 
Korea affects Washington's handling of the Taiwan issue. 

Meanwhile, says Larry Niksch, an Asia specialist at the 
Congressional Research Service in Washington, China seems 
to be tilting toward North Korea, at least on substantial issues. 
“Right now, they’re not willing to push [North Korea] at all, 
except on the issue of participating in the talks,” says Niksch, 
alluding to recent press reports that Beijing offered Pyongyang 
$50 million in aid to ensure it sent diplomats to the Beijing 
talks in late February. China has said that the aid is a separate 
issue from the six-party talks. “As China is a friendly neigh- 
bour of North Korea . . . we have always provided whatever 
economic assistance we could,” said a Chinese Foreign Min- 
istry spokesman in January. 

U.S. officials are reluctant to criticize China publicly, 
but they make it clear that they expect more help from Bei- 
jing in rolling back North Korea’s nuclear programme. “It’s 
one thing to get them to come to the table,” says a senior U.S. 
official working on Asia policy who asked not to be identified. 
“We're now coming to the point that China will have to use 


KHAN: News out of Pakistan may have boosted U.S. credibility 





its pressure, its carrots and sticks, to get North Korea to 
commit to giving up their nuclear-weapons programme.” The 
official adds that he thinks the Khan revelations will bolster 
support for the U.S. position in Beijing and Seoul. 

In South Korea, where opinions are divided on the seri- 
ousness of North Korea’s nuclear threat, confirmation that 
Pyongyang developed an enriched uranium programme could 
allay suspicions that the U.S. is actually seeking a confronta- 
tion. “Some [South Korean] people believe they have a seri- 
ous nuclear programme, some people don't,” says Choi Jin 
Wook, a senior research fellow at the Korean Institute for 
National Unification in Seoul. “Some people, some anti-Amer- 
icans and North Korean sympathizers, think the U.S. was the 
major obstacle to South Korean and North Korean reconcil- 
iation,” he says. “So I hope the U.S. can release what [infor- 
mation] they have [on the nuclear programme].” 


NOW THAT NORTH KOREA HAS COME 
TO THE TABLE, THE U.S. IS LOOKING FOR 
BEIJING TO APPLY PRESSURE 


While on the surface the U.S. and South Korea share 
roughly similar approaches to dealing with the North's nuclear 
threat, President Roh Moo Hyun’s administration is widely 
seen as more amenable to offering concessions to Pyongyang 
in exchange for progress on dismantling weapons. Seoul has 
sought to cordon off the nuclear issue from a growing agenda 
of economic and social contacts with North Korea. U.S. offi- 
cials say they detect a tug-of-war in Seoul between, on one 
hand, politicians who want some resolution ahead of national- 
assembly elections in April and, on the other, professional 
diplomats who fear that this could threaten Seoul's rela- 
tions with Washington and undermine the long-term objec- 
tive of rapprochement with the North. 

Despite continuing differences between Washington and 
its counterparts in Seoul and Beijing, U.S. officials believe 
that Libya’s recent decision to turn over its nuclear weapons and 
the unravelling of Pakistan's network will force North Korea 
to consider some accommodation. The senior U.S. official says 
that North Korea’s old customer base, including Pakistan, Libya, 
Iraq and Iran, seems to be drying up. The economic impact 
of that would add pressure during upcoming talks for North 
Korean officials to “face their choice more starkly.” 

Other analysts aren't so sure. Niksch of the Congressional 
Research Service believes there’s also a good chance that 
the six-party talks could begin to peter out, unless the U.S. 
puts forward some serious proposals for ending the stand-off. 
“How much longer are the Chinese going to be willing to 
expend all this diplomatic and political effort to keep these 
talks going?” asks Niksch. “We could begin to see an ero- 
sion and gradual death of the six-party talks .. . If these 
talks are to have any prospect of movement, somebody other 
than North Korea has got to put some detailed proposals on 
the table. The logical party to do that is the U.S.” = 

Anthony Kuhn in Beijing contributed to this article 
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BJP Bullish on 
Poll Prospects 


On the back of a surging economy and a nascent 
peace process with Pakistan, the Bharatiya Janata 
Party guns for a second consecutive term in office 


By Joanna Slater/MUMBAI 
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FEEL-GOOD-FACTOR: Confident BJP supporters fly the flag high 
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EARLIER THIS MONTH, thousands of activists from India’s 
ruling party filled New Delhi's main football stadium to kick 
off its re-election campaign. As senior leaders addressed the 
crowd, the mood was triumphant. The Bharatiya Janata Party 
(BJP) is “going to win by a huge margin,” predicted Usha 
Sharma, a 34-year-old activist. Nearby, journalists crowded 
around a party spokesman and asked how to translate “feel- 
good factor” into Hindi. 

The BJP is betting that the same upbeat mood, driven 
by a surging economy and a nascent peace process with 
Pakistan, will propel it back to power. India’s parliament 
adjourned on February 5 and politicians have begun full-time 
campaigning for a general election expected in mid-April. The 
BJP is favoured to win, but it’s premature to rule out its 
main opponent, the Congress Party. 

Neither party can win a majority on its own. Instead, each 
must rely on support from a variety of regional allies in order 
to form a government. That means crucial campaign bat- 
tles—and furious behind-the-scenes brokering—will come 
in certain key states where it’s not a simple clash between the 
BJP and Congress. While the BJP has momentum and media 
hype on its side, it remains vulnerable to charges that it 
hasn't done enough for the poor and unemployed. Congress, 
meanwhile, has struggled to present a coherent critique of 
the BJP’s record to voters. 


THE CONGRESS PARTY AND ITS 

ALLIES HOPE TO PAINT A PICTURE OF 
BJP RULE FOR VOTERS IN WHICH ONLY 
THE ELITE HAS PROSPERED 


For India’s business community, the election means an 
end to the uncertainty that has dominated government deci- 
sion-making in recent months. Some would also like to see a 
BJP win in the hopes that a new mandate will allow the party 
to complete some unfinished business from its first term, 
whether selling off state-owned businesses, changing labour 
laws or further opening the economy to foreigners. 

The BJP’s decision to call an early election—it could 
have waited until October or November—reflects its confi- 
dence. A number of factors are working in its favour, chief 
among them the strong performance of India’s economy, 
set to grow 8.1% in the year to the end of March. Prime Min- 
ister Atal Behari Vajpayee is very popular with voters and 
can point to initial talks with Pakistan, which began on Feb- 
ruary 16, as one of his successes. 

Since 1999, the BJP has maintained a stable if unwieldy 
coalition government, steered the country through a series of 
crises and initiated a huge highway-building programme. 
“People can see for themselves that on the economic front 
India has entered into an altogether new orbit of growth,” says 
a senior official close to Vajpayee. 

But Congress and its allies are hoping to present a dif- 
ferent picture of BJP rule to voters: an India where only the 
elite has prospered. Despite the BJP rhetoric, they say, unem- 
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ployment and poverty are rampant. 
They add that the BJP remains a party 
whose Hindu-nationalist ideology 
threatens the rights and safety of India’s 
religious minorities—particularly Mus- 
lims. “The most burning issue is the 
religious fanaticism that the BJP stands 
for,” says Jaipal Reddy, a Congress 
leader. “Mr. Vajpayee is a bogus mod- 
erate with a flair for obfuscating the real 
issues.” The BJP denies such charges. 
“The Congress is grappling in the dark 
because they don’t have any point on 
which to attack the BJP,” retorts Prakash 
Javadekar, the party’s spokesman. 

India’s Election Commission, the 
independent body that oversees polls in the country, was 
expected to announce the official dates for the election in 
late February. The polls will take place in several stages over 
the course of a few weeks because of the massive logistical and 
security arrangements necessary when a country of 1 billion 
people elects a new parliament. 

Neither the BJP nor the Congress can realistically win 
an outright parliamentary majority of 272 seats on its own. 
The need to form coalition governments reflects a transfor- 
mation of Indian politics over the past decade in which 
regional parties play an increasingly powerful role. The BJP, 
for example, won 182 seats in the 1999 election, making it 
the single-largest party in parliament but still far short of an 
outright majority. Congress in particular has been assiduously 
courting new allies in recent months—something it’s not used 
to doing—especially after taking a drubbing in a set of four 
state-level elections in December. 

As always, political strategists have their eyes on the vot- 
ers of the sprawling state of Uttar Pradesh, which alone 
accounts for 15% of the seats in India’s parliament. A key 
player there is the Bahujan Samaj Party, which rose to promi- 
nence in Uttar Pradesh during the 1990s by representing 
India’s lower castes and now has a chance to exert new influ- 
ence in national politics. Congress is already trying to cement 
an alliance with the party in order to tap its strength in Uttar 
Pradesh and three other northern states. 


STRATEGIC CHALLENGES 
Meanwhile, the BJP strategy is to shore up its current allies 
while emphasizing Vajpayee’s reputation and achievements. 
Congress leader Sonia Gandhi has hinted that if her party 
forms the government, she may not put herself forward for 
prime minister, partly in deference to concerns that the coun- 
try would prefer an Indian-born leader. Gandhi is the Italian- 
born widow of former Prime Minister Rajiv Gandhi. “The BJP 
is trying to turn this into an American-style presidential cam- 
paign that pits Vajpayee’s leadership against the absence of 
leadership of the Congress,” says Zoya Hasan, a political sci- 
entist at Jawaharlal Nehru University in New Delhi. 

The BJP is also drawing inspiration from the recent round 
of state-level elections where it managed a surprise victory by 
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LEADERSHIP QUERY: Congress’s Sonia Gandhi 


focusing on developmental issues 
rather than its controversial Hindu- 
nationalist agenda. 

The Congress Party has challenges 
of its own. So far, it has failed to pres- 
ent a coherent critique of the BJP’s time 
in power, say political analysts. Pri- 
vately, some Congress leaders confess 
that their party doesn't have a clear mes- 
sage and has allowed the BJP to posi- 
tion itself as the champion of economic 
reforms, even though a Congress-led 
government initiated those reforms 
in the first place. 

The December round of state-level 
elections brought into “sharp relief the 
complete mismatch between the organizational strength of 
the BJP and the Congress . . . [which] appeared like a house 
divided without any strategy,” wrote political scientist Yogen- 
dra Yadav in a recent essay on the coming polls. “The Con- 
gress challenge is to tell people what we really stand for, 
not just an anti-BJP vote,” says Sachin Pilot, a young Con- 
gress Party member who will likely be contesting his first 
election this spring. = 

Rasul Bailay in New Delhi contributed to this article 
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Army Heritage Foundation 


Jhelum Road, Rawalpindi, Pakistan 
Invitation for Proposals 


Army Heritage Foundation (AHF), a non-governmental 
organization, registered with Government of Pakistan, 
Ministry of Women Development, Social Welfare and 
Special Education, is requesting proposals from 
domestic as well as foreign individuals/firms/joint 
ventures to Design, Install, Operate and Maintain a 
theme Park and Amusement Facilities in Ayub National 
Park, as a BOT Contractor on AHF’s property. The Park 
is located on the Main Road connecting north and south 
of Pakistan in Rawalpindi. The twin cities of 
Rawalpindi/Islamabad are a gateway to Afghanistan and 
Central Asian Republics. 


The 567 acres (approx) Park contains lakes, limited 
amusement facilities, ancient trees, picnic areas, small 
zoo and an adjacent 27-hole golf course. AHF intends to 
develop this area to an international standard based on 
the conceptual plan agreed between the Contractor and 
AHF. The concessionaire under an agreement with AHF 
shall establish the facilities, collect tolls, make rental fee 
to be agreed between the bidder and AHF. 


Further details, terms and conditions are available in the 
Request for Proposal (RFP) document which can be sent 
through e-mail to all interested parties sending their 
requests before February 25, 2004 to the following 
address: 





























Director General 
Army Heritage Foundation 
Jhelum Road, Rawalpindi, Pakistan 
Phone + 92-51 561-31449, Fax: 92-51 561-34965 
e-mail: info@ahf.org.pk 












websites: http:/www.ahf.org.pk 


Afghanistan Marches On 


By Said Tayeb Jawad 


The writer is Afghanistan’s ambassador 
to the United States 


In January, President Hamid Karzai signed Afghanistan's new 
constitution into law. This marked another milestone on the 
path towards peace and stability in Afghanistan, as envis- 
aged by the Bonn Agreement. 

The first cornerstone was laid by the president two years 
ago, when he addressed participants at the Bonn conference by 
satellite phone from a cold hut in the mountains of the south- 
ern province of Uruzgan while fighting the Taliban. He asked 
the participants not to refer to him as a Pashtun leader, but as 
an Afghan; a citizen of Afghanistan. This statement deeply 
moved Afghans. Even as many worried that Afghanistan's recent 
history of war and violence would hobble the country’s march 
towards the future, President Karzai placed his faith in national 
unity. A few weeks later, Kabul fell and he entered the city. He 
then built further on the foundation he had laid, and made 
his second-most important statement. President Karzai could 
have entered the capital as a warrior victor, escorted by tribal 
leaders or a few thousand armed men. But he chose to enter 
Kabul alone, as a civilian, as an unarmed man of peace. He 
knew that factionalism and a show of force would only beget 
violence and nurture tyranny. The people of Afghanistan 
embraced both statements as a clear break with the past, and 
this is how Afghanistan has chosen to chart its future. 


“The new constitution reveals that the values and 


tradition of Islam and democracy are compatible 


and mutually reinforcing yy 


President Karzai, with help from the international com- 
munity, has turned this war-torn country into a centre for 
international cooperation. Afghanistan is emerging as a model 
for state-building, with its new constitution providing the best 
possible blend of respect for Islamic and traditional values of 
Afghan society and adherence to international norms of human 
rights. The constitution provides for equal rights and full par- 
ticipation of women in rebuilding a modern nation-state. 

The constitution achieves the objective of building a strong 
central executive branch to keep the country together and 
rebuild national institutions destroyed by three decades of war 
and violence, with full consideration of the wishes of the 
provinces to exercise more authority in managing local affairs. 
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For instance, while the constitution is based 
on a unitary system with a strong presidency, it also 
provides for provincial and district-level councils 
to empower the people to participate in the local 
administration. For the first time, the constitution 
pays due respect to the cultural and linguistic diver- 
sity of a fragile society and makes official all major 
languages in areas where these are spoken by a 
majority. The new constitution further reveals that 
the values and tradition of Islam and democracy are 
compatible and mutually reinforcing. Afghanistan's 
successful advance on the path to democracy and 
state-building will inevitably impact the expectations 
and the aspirations of people in other arenas of 
the global war against terrorism and tyranny. A dem- 
ocratic Afghanistan is providing the future blueprint 
for democracy in similar societies. 

The constitution proved that the relatively little 
investment that the U.S. and the international com- 
munity have made to rebuild national institutions 
already has yielded impressive results. 

But there is more to do. The next challenge for 
President Karzai is to implement the new consti- 
tution. This is crucial to successfully holding elec- 
tions. Afghanistan has many challenges. We must 
achieve complete victory over terrorism by building 
our security institutions and preventing cross-bor- 
der terrorist infiltration. We must demobilize, dis- 
arm and reintegrate fighters. We must prevent 
extremists and warlords from hijacking the demo- 
cratic process. Corruption must be eliminated, as 
well as narcotics production and trade. All these chal- 
lenges can only be properly addressed with a man- 
date from the people, and to seek this mandate 
requires the implementation of the constitution. 

Once a newly elected government is in place, it 
can work on the broader goals of the constitution: 
to build national institutions, strengthen the rule of 
law, reduce investment risks, encourage the growth 
of the private sector and enhance the people’s par- 
ticipation in government. But for this next step, 
we will need fresh support from the U.S. and the 
international community. Afghanistan will meet 
donors in March, in Germany, to present its case and 
to ask for new pledges in the amount of $28 bil- 
lion over a seven-year period. We have accomplished 
much in the two years since the fall of the Taliban. 
We just need a little more understanding from the 
world community to accomplish all our goals. 

President Karzai’s leadership in leading our 
people towards tolerance and peace shows this is 
within the reach of the Afghan nation. = 
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World Premiere! A VISIONARY WORK BY Esplanade Presents 


taisto naie, Rob&Re WLS OV 


Extraordinary theatre. 
A visual epic of astounding beauty. 
















Theatre and dance, music and poetry 
unite as this exquisite production 
unfolds on stage for its World 
Premiere. 

Directed by internationally acclaimed 
master of theatre — Robert Wilson — 
this magnificent masterpiece will 
mesmerise you. Be the first in the 
world to see / La Galigo before it 
moves to Amsterdam, Barcelona, 
Lyon, Ravenna and New York! 


An international production by 
Change Performing Arts Milan in 
partnership with Bali Purnati 
Centre for the Arts 


Commissioned and co-produced by: 
Esplanade — Theatres on The Bay, 
Lincoln Center Festival New York, 
Het Muziektheatre Amsterdam, 
Forum Universal de las Arles 
Barcelona, Festival of Fourvieres 
lyon France and Ravenna 

Festival Italy. 


12 &13 Mar 04, 
Fri & Sat 
Esplanade Theatre, 7pm 


Tickets from S$30 

Add S$16 to your ticket at point 
of purchase to enjoy TWO glasses 
of wine at the foyer bar. 


BOOK YOUR 
WORLD PREMIERE 
TICKETS NOW! 


Visit www.esplanade.com 


A SISTIC booking fee of S$1 is 


Esplanade Customer Service Department 
at 65 6828 8377. 


applicable for each ticket 
purchased through all ticketing 
avenues including 

Esplanade Box Office. 

For corporate hospitality, 

please call 65 6828 8288 or email 
boxoffice@esplanade.com 

Infants in arms and children below 
six years will not be admitted. 
Latecomers will only be 

admitted during intermission. 

1 Esplanade Drive, Singapore 038981 
For general enquiries, please call 


Inspired by Sureq Galigo, South Sulawesi In Association 
with Founding 
Esplanade 
Partner 
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Bo Xilai To Become 


Commerce Minister 


Bo Xilai stepped down as the progressive governor of 
Liaoning province in the northeast in preparation for 
being named commerce minister. The impending 
appointment, which needs the formal approval of the 
National People’s Congress in March, was confirmed 
by Liaoning and Ministry of Commerce officials. The 
54-year-old political princeling, the son of one of 
Communist Party’s elders, Bo Yibo, will take over 
from Lu Fuyuan, incapacitated for months with liver 
cancer. Bo is expected to bring a fresh perspective 
and a proactive approach to tackling such tasks as 
overhauling China’s internal-trade sector, helping to 
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draft the country’s first antitrust law and guiding 
China to fulfil its World Trade Organization obliga- 


tions. Bo has attracted foreign investors to his rust- 
belt province to generate much-needed jobs. He did 
the same as mayor of 
Dalian in the mid- 
1990s by streamlining 
local bureaucracy and 
increasing official 
transparency. He com- 
bines the charm of a 
Western-style politician 
with a Chinese leader’s 
> vital ability to survive. 


NOW BEIJING-BOUND: Bo Xilai 





ECONOMIC BOTTLENECKS MAY SLOW GROWTH —— 
China’s top central banker said he expected the economy to grow 7% this 
year, but cautioned that “bottlenecks”—in the coal, power and oil sectors— 
were building up. People’s Bank of China Governor Zhou Xiaochuan told a 
conference in Beijing that recent investment in China’s steel- and alu- 
minium-production sector were potentially “misallocated resources” and 
could add to the massive nonperforming loans burdening the country’s 
banks. China, meanwhile, recorded a trade deficit of $30 million in January, 
data from the General Administration of Customs showed. Exports rose an 
annual 19.8% to $35.71 billion in the month, while imports were up 15.2% to 
$35.74 billion, according to a statement. January’s trade gap was the first 
monthly deficit since one of $459 million last March. Economists said that 
official efforts to curb investment bubbles might trim import growth. 
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NUCLEAR WEAPONS 


The Foreign Ministry said 
an investigation was 
under way into a report in 
The Washington Post that 
Chinese nuclear-weapons 
plans were discovered in 
Libya after being sent 
there from Pakistan. John 
Bolton, a top U.S. arms- 
control official, said on a 
visit to Beijing that 
despite past sales of 
nuclear-related technol- 
ogy, the government now 
seemed committed to 
cooperating with the U.S. 
to prevent nuclear 
proliferation in North 
Korea and elsewhere. 


TELECOMS 


China Netcom bought out 
Newbridge Capital and 
Softbank Asia Infrastruc- 
ture Fund for an undis- 
closed sum to become 
sole owner of Asia 
Netcom, the company 
founded out of bankrupt 
fibre-optic cable company 
Asia Global Crossing. 











A TOTAL OF 93 people wen 
killed in two weekend blai 
that forced the governme) 
to call for public help in ai 


official drive to improve 
safety. Forty worshippers 
were killed at a bamboo 
temple southwest of Shar 
hai and 53 people perishe 
at a shopping mall in the 
northeast. Investigators 
blamed burning incense fi 
the temple fire and were 
reported to be looking int: 
why fire extinguishers in # 
five-storey mall weren’t 
used to fight the blaze. 


China exported $7.37 
billion worth of mobile 
phones in 2003, up 
39.5% from the year 
before, state media 
reported. Exports of 
mobile phones soared 
50.8% to a record 95.23 
million units, making 
China the world’s biggest 
cellphone exporter, 
Xinhua news agency said. 


UNITED STATES 


The U.S. International 
Trade Commission voted 
6-0 to recommend that 
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the government consider 
anti-dumping duties on 
shrimp imports from six 
countries in Asia and 
Latin America. Com- 
merce Department 
officials were expected to 
make a preliminary ruling 
by early June. The six 
countries are China, 
Thailand, Vietnam, India, 
Ecuador and Brazil. 


INTERNET 


The government said a 
former civil servant had 
been arrested for “incit- 
ing subversion” on the 
Internet—the first official 
word on his case in close 
to four months since he 
was detained. Du Daobin, 
39, is accused of posting 
messages on-line “incit- 
ing subversion of China’s 
state power and over- 
throw of China’s socialist 
system,” the official 
Xinhua news agency said. 


AVIAN FLU 


Authorities confirmed 
several new outbreaks of 
bird flu among poultry, 
bringing to at least 15 the 
number of China’s 31 
provinces and major 
cities hit by avian 
influenza. China’s first 
reported case was in the 
southern region of 
Guangxi in January, but 
bird flu has since 
appeared in areas as 
remote as the Himalayan 
region of Tibet. 
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SPREADING: Chickens feed in Hubei province 


COMPUTERS 


Computer maker Legend 
Group is asking share- 
holders to approve 
changing its name to 
Lenovo Group to 
improve the company’s 
brand recognition. 
Legend is the biggest 
maker of personal 
computers in China. It 
changed the English 
brand name of its PCs to 
Lenovo in April last year 
to overcome limitations 
on registering Legend as 
a trademark for its 
products overseas. 





BANK OF CHINA 


Three ethnic Chinese 
were indicted in Federal 
District Court in Manhat- 
tan on charges that they 
defrauded the New York 
branch of the Bank of 
China out of more than 
$25 million from 1991 to 
2002. China Central 
Television said the 
indictments were linked 
to former BOC Chairman 
Wang Xuebing, who was 
sentenced to 12 years in 
prison in December. 
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BUSINESS DIGEST 





SOCIAL-SECURITY FUND LOOKS OVERSEAS 
The National Council for Social-Security Fund, which regulates the 
social-security system, asked the State Council for approval to invest 
part of the social-security system’s reserves outside the main- 
land, initially in Hong Kong’s stockmarket. A person familiar with the 
plan said that the government could approve the move soon. The 
initial investments wouldn’t be large—$500 million-600 million, or 
3%-4% of the social-security system’s total current reserves of 133 
billion renminbi ($16 billion), the person said. The main goal would 
be to provide a new investment option to bolster the underfunded 
social-security system. “I believe the social-security fund’s overseas 
investment policy will be approved,” Frederick Ma, Hong Kong’s sec- 
retary for financial services and the treasury, told reporters. The 
request to the State Council followed its issuing of a blueprint to 
overhaul China’s ailing capital markets, including provisions that Chi- 
nese insurance companies and social-security funds could expand 
stockmarket investments. Under the nine-point plan, authorities 
would revive a controversial proposal to begin steadily selling into 
the market huge amounts of listed-companies’ shares that are 
currently held by the state and are not eligible for trading. 


PRICES RISE WITH FOODSTUFF SHORTAGES 
Rising food prices drove up China’s consumer prices for a 13th 
straight month in January, but economists said they didn’t believe 
the economy was overheating. Consumer prices rose 3.2% from a 
year earlier during January, data issued by the National Bureau of 
Statistics showed. The rise matched the year-earlier increase dur- 
ing December, the highest rise since April 1997 when prices also 
climbed 3.2%. The result was close to market expectations of a 3.1% 
gain. “Allin all, [the consumer-price figure] doesn’t indicate the econ- 
omy is overheating in a broad sense, but it does indicate there is a 
shortage of foodstuffs,” said Tai Hui, economist at Standard Char- 
tered Bank in Hong Kong. Food prices, which account for almost half 
of the consumer-price calculation, jumped 8% during January. 


HSBC IS CLEARED FOR TREASURY BONDS 

For the first time, China’s government tapped a foreign bank, HSBC 
Holdings, to underwrite treasury bonds, giving the British giant 
priority access to a burgeoning market just as authorities plan record 
debt sales. London-based HSBC, the world’s second-largest bank 
by market value, said it would join 46 other underwriting banks 
that act as both guarantor and distribution agent for Ministry of 
Finance treasury offerings. It waited three years for authorities to 
approve its underwriting application. China relies on huge domes- 
tic debt sales to stimulate economic activity in parts of the econ- 
omy that aren’t benefiting from foreign investment or exports, such 
as roads into the rural hinterland. The treasury-bond programme 
could raise as much as $84 billion this year after a record $76 bil- 
lion in 2003, officials have indicated. Trading interest in China’s debt 
markets has exploded, even in the face of concerns that the national 
debt load is getting too heavy. Foreign banks, insurance compa- 
nies and investment funds are among those that have been clam- 
ouring for exposure to renminbi-denominated treasury bonds. 







Elsewhere in the Review: 
China Spins a New Disc (page 34) 
Europe, Here We Come—From China (page 42) 
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TELECOMMUNICATIONS 


yes Şt 


Making the Whole `; 
World Listen 


China’s top multinational companies are telecoms vendors like Huawei that have 
flourished by grabbing business in the developing world. Now comes the hard part: 
Moving up the technology ladder and tackling the developed world 


CHINA'S TELECOMS-EQUIPMENT vendors 
are no longer international small fry. 
To get a sense of their scale, you have to 
travel great distances. 

To Siberia, for a start. Over the past 
three years, Huawei Technologies has laid 
more than 3,000 kilometres of optical- 
fibre cable from Moscow to Siberia’s cap- 
ital, Novosibirsk—most of the national 
backbone for Rostelecom, Russia’s lead- 
ing fixed-line operator. Half a world away, 
Africa’s largest cellular-phone network 
sprawls across the cities and deserts of 
Algeria—a $90 million project being built 
by Zhongxing Telecom (ZTE), a company 
whose headquarters in Shenzhen are a 
short drive from Huaweis. 

And if you want to make a full tour 
of Chinese-laid cable, you'll have to move 
fast. In the past three months alone, 
Chinese vendors have signed deals in 
Ethiopia, Libya, Pakistan, India, Indone- 
sia, Hong Kong, Brazil, Russia, Roma- 
nia, Mali, Afghanistan—and even Iraq, 
where ZTE was awarded a $5 million 
reconstruction deal in February. The 
world’s newest third-generation (3G) cel- 
lular network began operation on Feb- 
ruary 15, built by Huawei. It’s in the 
United Arab Emirates. 

These are good places to look if you 
want evidence that Chinese companies 
can compete internationally. For several 
years now, Chinese telecoms vendors have 
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snapped up contracts in the developing 
world, often undercutting their competi- 
tors by 20%-30%. Huawei is by far the 
biggest and best known, but the list 
includes others like ZTE and UTStar- 
com—which have both grown faster than 
Huawei in recent years based on lower- 
cost technologies. 

“The Chinese have been filling the 
vacuum from vendors who are having 
tough times. Huawei pops up and takes 
the contract out from under them,” says 
Duncan Clark, managing director of BDA 
China, a Beijing-based telecoms consul- 
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By Ben Dolven/SHENZHEN 


tancy. “They're more aggressive in financ- 
ing. They're doing well in developing mar- 
kets and getting some business in devel- 
oped markets, where the commissions 
will be higher.” 

But here’s where it gets interesting. 
There’s a day of reckoning coming for 
China’s telecom vendors. On one hand, 
they find themselves in the same boat as 
the rest of the world’s telecoms-equip- 
ment makers, waiting for the haze to clear 
on which direction the industry is head- 
ing. On the other, their foray into devel- 
oped markets will sorely test their tech- 
nological and service capabilities. Last 
year, Huawei won contracts in France, 
Spain, Germany and Portugal, and began 
selling equipment in the United States 
under an original-equipment-manufac- 
turer arrangement with 3Com. Butit and 
its competitors are only beginning to be 
tested in developed-world markets. 

Their numbers, and their targets, are 
impressive even so. Huawei’s interna- 
tional sales grew 90% last year to $1.05 
billion (27% of its total turnover), and 
Hu Yanping, a senior vice-president, 
expects overseas markets to make up 
35% of the company’s sales within two 
years. ZTE, which saw international 
sales jump ata similar 90% clip last year 
to $600 million, targets $1 billion this 
year and $2.5 billion by 2006. Huawei is 
now the world’s second-largest supplier 
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of advanced digital subscriber lines, the 
primary conduit for the world’s broad- 
band connections. 

Meanwhile, their cost advantages, 
though still present, are shrinking as long- 
beleaguered competitors slash and burn 
their operations to regain profitability. 
With ever more research being done in 
places like China and India, even by West- 
ern firms, the cost equation is different 
today from what it was two years ago. 
Says one Western telecoms executive in 
China: “It’s less and less, ‘Shock, horror, 
Huawei’ price is lower!’ It’s not so much 
anew and frightening thing any more. It’s 
more a trend in the industry. You have 
to be ready for Chinese competition and 
you have to compete or get out.” 


BIGGER MARGINS OVERSEAS 

Huaweľs Hu admits that the gap is nar- 
rowing, though he says it’s still there. “Cost 
efficiency doesn't come only from the R&D 
operations,” he says. “It comes from a 
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lot of things.” Both Huawei and ZTE are 
known for hammering margins paper- 
thin. A January report by BDA noted that 
Huaweis profit margins had narrowed by 
nearly half, from 10.4% in 2001 to 5.6% 
in 2002. For ZTE, they edged still smaller 
to 2.6% in the third quarter of 2003, from 
4.1% six months earlier. 

In that regard, the international push 
is crucial. The Chinese market is, of 
course, the world’s largest developing 
market, but even so, Huawei and ZTE 
earn bigger margins overseas. A Huawei 
engineer recalls a recent speech by com- 
pany founder Ren Zhengfei to staff, in 
which he urged them to take overseas 
postings, saying that in some markets pre- 
paid mobile-phone systems cost 20-60 
times the price in China. 

With competitors slashing their oper- 
ations in recent years, it hasn't been hard 
for a Chinese company to build an inter- 
national operation, maintains Cui Yi, 
ZTE’s vice-president in charge of inter- 


national marketing. In the developing 
world, he says, “Alcatel, Siemens—they 
close their offices or cut their employ- 
ees. So we recruit them.” 

But if maintaining margins is the 
daily battle, the greater fight is over tech- 
nology, and in a sense over the charac- 
ter of many of these firms, which may 
have to change as they open to interna- 
tional partnerships and listings. Huawei, 
a private firm started in 1988 by Ren, a 
former People’s Liberation Army offi- 
cer, has remained difficult to penetrate, 
and until recently had few partnerships. 
In 2003, Cisco Systems filed suit against 
it, charging that Huawei had pirated 
Cisco software for some of its router 
products. (Huawei and Cisco settled out 
of court. Without admitting wrongdoing, 
Huawei took some of its products off the 
U.S. market.) 

Despite the mysteries, Huawei's inter- 
national links have expanded hugely in 
the past two years. One of its biggest >> 
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strategies for spreading into the developed 
world involves partnerships for research 
and distribution—and despite Huawei’s 
history, multinationals have lined up to 
link up. The company has research part- 
nerships with Siemens, Infineon, Texas 
Instruments, Motorola, Microsoft, Intel 
and Sun Microsystems. IBM designed its 
basic production systems. And last year it 
opened a joint venture with 3Com that 
will sell some 3Com products in China 
and some Huawei products overseas. This 
is the only way Huawei reaches the U.S. 
market at this point. It has sold about $5 
million worth of routers so far. It does, 
however, also have research centres in 
Dallas and Silicon Valley. 

Fu Jun, the company’s communica- 
tions director, notes that Huawei does 
want to present itself more openly. Exec- 
utives talk about an international listing. 
“It’s not for development, actually,” Fu 
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says. “It’s more, in a sense, to be a global 
company, to be transparent to investors. 
And for the branding . . . All of our com- 
petitors are listed companies and all the 
procedures that can help us to be a global 
company, we would like to do.” (He won't 
be drawn on when.) 

To a large extent, low costs at home 
and substantial degrees of government 
backing abroad have fed the rise of both 
Huawei and ZTE. Entry-level engineers 
in Shenzhen make 4,000-4,500 ren- 
minbi ($480-540) per month. Huawei’s 
big campus is bright and packed with 
research centres, a new set of grey slate 
administration buildings, and dorms 
where single workers pay the company 
monthly rents of 550-1,000 renminbi 
for single rooms. In the administration 
building, many workers roll out mat- 
tresses for lunch-hour naps; engineers 
frequently work overtime. Most produc- 


tion staff are contract workers, keeping 
labour costs especially low and allowing 
the company to ramp up the workforce 
in busy times and easily cut it when the 
orders are filled. 

Meanwhile, Huawei and ZTE have 
often received plenty of state support, 
including Chinese government soft 
loans that helped operators pay for their 
multimillion-dollar systems. That’s still 
the case in some of the world’s poorest 
nations—perhaps one reason why three 
out of five of ZTE’s largest overseas mar- 
kets are in Africa. 

The two companies announced on 
February 16 that Huawei would receive 
up to $600 million and ZTE will get up 
to $500 million in financing from the 
Export-Import Bank of China to help 
overseas buyers purchase their equip- 
ment. The credits are the equivalent of 
half ZTE’s international sales target for 


WHY THE LOW END IS BEATING THE HIGH END IN CHINA 


Can China’s telecoms start-ups keep stealing Huawei’s thunder? 
Over the past two years, the main story of China’s domestic telecoms 
market hasn’t been companies climbing the technology ladder. It’s 
a tale of start-ups succeeding by avoiding the ladder altogether. 
For over two years, the world’s telecoms vendors have 
waited for the most closely watched decision in Asian telecoms: 
When will China hand out third-generation (3G) mobile licences 


to its telecoms operators, and 
how many of the country’s four 
primary operators will get them? 
In anticipation, Huawei Technolo- 
gies, the country’s leading vendor, 
has poured tens of millions of 
dollars into 3G research. Compa- 
nies from Alcatel to Siemens to 
Nokia have set up research 
centres in China, begun testing 
systems . . . and waited. 
Meanwhile, the country’s 
biggest growth stories are firms 
such as UTStarcom, which took a 
technology many people figured 
was outdated and translated it 
into enormous growth across 
China. The technology was the 
Personal Handyphone System 


(PHS), which let fixed-network operators offer cheap, limited 
mobile service with small adaptations to their existing networks. 
Another big domestic success story is Zhongxing Telecom (ZTE), 
which saw its revenues grow 50% last year because of huge sales 
of PHS handphones and CDMA systems, the area where Chinese 


operators were spending most. 


Overall, the Chinese market has stagnated. Last year, spend- 





ing on equipment was lower than it was in 2001. This means that 
companies like Huawei, the Chinese vendor with the most 
invested in 3G, have watched profits and margins drop substan- 
tially over the past two years, while the start-ups have soared. 

Huawei’s return on net assets, for instance, was just 9% in 
2002, compared with 42% in the heady days of 2000. The com- 
pany hasn’t released numbers for 2003, but its senior vice- 


president, Hu Yanping, says that 
the company hopes to maintain 
the figure at about 10%. Ina 
sense, that makes Huawei an 
anomaly in China: a multinational 
company that probably does 
better overseas than at home 
(though, admittedly, its 29% sales 
growth in China last year still isn’t 
too shabby). 

Will that trend continue in 
2004? It likely depends on the 
government. ZTE’s vice-presi- 
dent, Cui Yi, confidently says 
the Ministry of Information 
Industries will “most likely” 
signal its intentions this year 
and issue 3G licences in early 
2005. That would make Huawei, 


and probably everyone else, happy. 

But for the start-ups, the biggest worry isn’t that technol- 
ogy will pass them by. It’s that too many companies plan to get 
into their market, threatening their margins. Huawei, the 
latecomer, is one of them. Last November, it belatedly began 


selling cheap PHS handphones. Some 300,000 left the shelves 


in the first two months. 
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2004 and 60% of Huawei’s international 
sales last year. 

Cui notes that overtly national bids are 
common in the developing world—ZTE 
with Chinese banks against Alcatel with 
French ones, for instance. “Some West- 
ern banks have a preference, they want to 
sell Western technologies,” he says. 

Huawei’s Russian contract offers a win- 
dow on its operating style. In 2001, Rost- 
elecom put out initial tenders on two pieces 
of its optical-fibre network—between St. 
Petersburg and Moscow, and the next 
1,000 kilometres south from the Russian 
capital. Several giants bid on the first part, 
and Japan's NEC won. Beijing went aggres- 
sively after the second, with the govern- 
ment leading the talks and offering soft 
loans to Rostelecom as part of a bid that fea- 
tured Huawei. The deal was done, and 
then-Premier Zhu Rongji signed the con- 
tracts on a visit to Russia in 2001. 

Huawei built those lines. And when 
the next part—the longer one to Siberia— 
went to tender, Huawei, with the con- 
nection, won again, this time with strictly 
commercial bank financing and no offi- 
cial fanfare. It has subsequently landed 
other fixed- and mobile-line contracts. 
Russia is its largest overseas market. 

Working in some of the world’s most 
developing markets presents plenty of hic- 
cups. In the late 1990s, ZTE began build- 
ing networks in Yugoslavia for the gov- 
ernment of then-President Slobodan 
Milosevic, and saw that project frozen 
when he was toppled in 2000. (Cui insists 
the company was paid for that work, but 
notes there have been instances, prima- 


February 26, 2004 


TELECOMS POWERHOUSE: Workers on the assembly line at a Huawei factory in Shenzhen 


o 


rily in the Middle East, where it wasn't 
paid.) Huawei had a contract frozen in 
Iraq, which spokesman Fu says it never 
began building. Huawei has yet to gain 
a reconstruction project in Iraq, though it 
was awarded a cellular network contract 
in Afghanistan last December. 

But the developing-world conquests, 
not to mention their enormous home 
market, continue to bring in money that 
can be reinvested. Both Huawei and ZTE 
say they put over 10% of revenues into 
research. “The fact that they are winning 
contracts in Mali and Algeria doesn't help 
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Overall, are the growth forecasts real- 
istic? Nobody has made money in recent 
years by underestimating Huawei. It’s 
the world leader in CDMA450—a low- 
cost cellular network requiring far fewer 
base stations than other networks— 
which has been deployed in markets 
from Tibet to Russia to Portugal. It has 
a range of fixed- and mobile-network 
products, making it the broadest Chi- 
nese player in the market. Hu prom- 
ises the launch of a low-priced 3G hand- 
phone in February as another potential 
growth driver. He says Huawei is ready 


“Winning contracts in Mali and Algeria doesn’t 
help their brand, but they’re still winning 
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those contracts 


their brand, but they're still winning those 
contracts,” says Paul Waide, a founder 
of Pacific Epoch, a telecoms-related 
research firm based in Shanghai. “That 
allows them to do things.” 

He cites Huaweis $2 million venture- 
capital investment this month in Light- 
Pointe Communications, a San Diego- 
based company with a wireless optical tech- 
nology that uses lasers. “The fact that 
they're established in China and have got 
the foresight to pick up technology, and 
possibly to tap into sales networks, seems 
like a good idea to me. It’s not as if they're 
going to wipe the floor with their rivals, but 
they seem to have a good idea on how to 
tap into foreign markets.” 


PauL WAIDE, Paciric EPOCH, SHANGHAI 


to build networks using each of the 3G 
mobile standards, including China’s 
“home grown” TD-SCDMA standard. 

ZTE, which has grown in the past 
two years from about a quarter of 
Huawei's size to about half, is also worth 
watching. “They really have played their 
cards pretty well,” says Clark, who calls 
the company “very well positioned across 
the three [3G] standards.” 

So while the battle over the Chinese 
market rages, Huawei and ZTE are still 
looking overseas. “Up to now, the main 
issues have been for developing countries,” 
ZTE’ Cui says. “But in the next one to two 
years, we'can expect the main issues to also 
come in the Pie Ed. = 
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Culling was once accepted as the most effective course in stopping bird flu in its tracks. But as the 
current epidemic lingers, vaccination is also being considered. Should Asia spare some birds and 
use the syringe? Scientists, governments and chicken farmers are divided 


By Margot Cohen/HAno! 
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VACCINATION: |. 
FOR AND AGAINST 


Vaccination of at-risk 
poultry could: 


e Lessen.the viral load in the 
environment 


° Prevent birds falling sick 


*Reduce the risk | 
infection 


* Avert damage to livelihoods 
due to mass culling 


But it’s not that simple: 


* Follow-up shots and bird 
monitoring are needed 


¢ Mismatched- or fake vaccines 
could accelerate the spread 
of disease 


e Scientists are divided over 
the efficacy of vaccines - 


e Importers may not_take 
vaccinated poultry 


e Governments worry they'll 
lose vital_trade 
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. BETTER A DEAD chicken than a vacci- 

nated one. That's been the conventional 

: wisdom of animal-health experts deal- 
ing with previous bird-flu outbreaks in 
Hong Kong and the Netherlands, where 
governments quickly killed all the poultry 
in infected areas, ‘stopping the disease 
in its tracks. = 

But the new avian-influenza epidemic 
that’s struck 10 Asian countries, claiming 

20 human lives in Vietnam and Thailand, 
is prompting fresh debate over the effec- 
tiveness of mass culling alone to combat 
a well-entrenched virus. In Asia's sprawl- 
ing farmlands it has proved difficult to 
locate and kill every bird within a 3-kilo- 
metre radius of an infected flock. 

International health agencies in early 
February recommended poultry vacci- 
nations against the outbreak in addition 
to the slaughtering of exposed birds and 
disinfection of surrounding areas. 

Vaccination advocates argue that in 
uncontaminated areas it is better to 
inject a chicken than to wait for bird flu 
to invade. But with the virus not yet 
under control, most Asian governments 
still haven't decided whether to vaccinate 
their flocks because officials, industry 
executives and scientists are divided over 
the strategy. 

It’s not as simple as coming up with a 
vaccine and injecting poultry in the 
region. “There’s no blueprint that works 
for all countries,” cautions Hans Wagner, 
a food-safety expert for the United 
Nations’ Food and Agriculture Organi- 
zation in Thailand, where local govern- 
ment officials are still mulling the pros 
and cons of a vaccination programme. 
Confusion and controversy reign else- 
where, too. 

Some officials worry that vaccination 

_ could jeopardize future poultry exports, 
because trade partners fear inoculation 
could allow infected poultry to be 
exported while immunity is still building 
in the chickens. 

Others are concerned that vaccines con- 
taining the wrong flu strain, or even fake 
vaccines—combined with poor monitor- 

-ing of vaccination campaigns—could accel- 
; erate the disease’s spread among poultry 
and increase the risk of transmission to 


A SHOT IN THE DARK: Vaccinating flocks 
is no guarantee against infection 
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humans. On the Web site of the U.S.- 
based International Society for Infectious 
Diseases, some scientists suggest that 
may have already happened in China, 
which has been vaccinating poultry 
against bird flu since 2002, according to 
the World Health Organization. 

Caught in the middle of the debate are 
pharmaceutical companies that produce 
vaccines against avian influenza in poul- 
try. Those include Merial, a French com- 
pany jointly owned by Merck and Aven- 
tis; and Intervet, a unit of Netherlands- 
based Akzo Nobel. 

These companies are still waiting for 
Asian governments to decide what to do. 
Industry executives say officials must 
choose whether to import vaccines or pro- 
duce their own, as well as determine what 
type of vaccine to use and how extensive 
their vaccination programmes should be. 

Even if Asian governments eventually 
import vaccines, drug makers won't nec- 


VACCINATION ADVOCATES ARGUE THAT IN 
UNCONTAMINATED AREAS IT IS BETTER TO INJECT 
A CHICKEN THAN WAIT FOR BIRD FLU TO INVADE 


essarily reap a bonanza from the bird- 
flu crisis. “In the end, there will be no 
winner in this situation,” says Sabine 
Schueller, head of communications and 
public affairs for Intervet. “We will not 
gain enough in selling vaccine to com- 
pensate for losses in the poultry sector.” 

Before the current flu crisis, Intervet 
sold as many as 50 types of poultry vac- 
cines in Asia aimed at common diseases 
such as Newcastle and salmonella. Now, 
the bottom has fallen out of the Asian 
market, which provided about 12% of 
Intervet’s 1.01 billion euros ($1.29 billion) 
in revenues last year. 

Europe has imposed a total ban on 
poultry imports from flu-affected coun- 
tries until June, and European officials say 
that vaccination will be one factor in deter- 
mining whether or not to prolong the ban. 

For exporting countries, vaccination 
raises a damned-if-you-do, damned-if- 
you-don't dilemma. “In the worst-case 
scenario, countries will not want to trade 
while vaccinated birds are in the national 
flock,” says Alex Thiermann, a senior 
official at the World Organization for 




































Animal Health, known.as the OIE. Thats- 
partly because scientists are still refins 
ing diagnostic tests to differentiate — 
between antibodies from infected birds. 
and those. that have been inoculated 
against avian influenza. Despite assur- 
ances that the virus carit be contracted by 
eating cooked poultry, importing cou: 
tries are reluctant to take any chance: 
Importers have felt that culling is a safer 
bet against bird-flu contamination. = 

Still, Asia’s poultry-exporting coun- 
tries—particularly Thailand, which 
exported more than $1.2 billion in poul- 
try products last year—could face even 
longer delays in resuming trade if the 
don't start vaccinating chickens, Thie 
mann warns. “If vaccination is not use 
it is certainly going to take a lot longer 
for countries to eradicate the curren 
avian-influenza outbreak, and it is even. 
possible that they may never get rid of i it 
he says. 


In Vietnam and Indonesia, some 
poultry-industry executives began lobby: 
ing officials to approve imports of vaccine 
even before governments of those coun- 
tries officially notified international health 
agencies of their bird-flu outbreaks. of 

Take the case of the Vietnam unit 
of Charoen Pokphand, a major poultry 
exporter in Thailand. According to Dr. 
Anan Lertwilai, health officer for CP 
Vietnam, his company learned of then- 
unreported flu outbreaks in northern. 
Vietnamese farms that occurred in July 
2003, and approached the Vietnamese. 
government to discuss using bird-flu 
vaccines in October. 

At the same time, Lertwilai says he 
also informed CP executives in Thailand, 
who immediately instituted safety meas- 
ures, including a ban on visits to CP 
farms in Thailand by staff at CP’s farms 
in Vietnam. 

But Hanoi didn't act on CP’s request 
to vaccinate, nor did it report its bird- 
flu outbreak to the OIE at the time. In late 
December, CP’s farm in northern Ha Tay 
province was struck by bird flu, and BP 
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Vietnamese soldiers were called in to 
help kill 117,000 chickens. 

On January 5, Intervet received Viet- 
namese government permission to import 
400,000 doses of its avian-influenza 
vaccine, to be used on a trial basis at 
another CP farm in southern Dong Nai 
province. The government granted CP 
permission to use the vaccine on January 
8—the same day that Vietnam first 
reported its bird-flu problem to the OIE. 

As yet, there is no indication of 
whether the Dong Nai trial was effective. 
In the meantime, no other poultry com- 
panies in Vietnam have had access to bird- 
flu vaccines, pending a final government 
decision on its vaccination policy. 

The vaccination issue has been most 
controversial in Indonesia and China. The 
World Health Organization is seeking 
more information about China’s two-year- 
old anti-flu vaccination programme. Virol- 
ogists suspect the campaign may have 
contributed to the current flu epidemic by 
using inappropriate vaccines that may 
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have caused some vaccinated poultry to 
contract and carry the disease without 
showing symptoms, thus spreading it to 
other birds. 


NO SAFE HAVENS 

Meanwhile, Indonesian government 
officials are drawing public criticism over 
their decision to import Chinese-made 
vaccines, amid worries over their relia- 
bility. In mid-February, Tri Satya Putri 
Naipospos, director of animal] health 
at the Agriculture Ministry, said that 
Indonesia imported 3,600 vials of avian- 
flu vaccine from China in February, but 
intends to temporarily halt imports while 
their quality is tested. 

Indonesian poultry-industry execu- 
tives say the government has also 
appointed three manufacturers to begin 
making vaccine locally. 

For its part, China's Ministry of Agri- 
culture is moving to centralize control 
of bird-flu vaccine and to bar exports. 
“Bird-flu vaccine cannot meet domestic 


demand now, so it is not allowed to be 
exported,” said Sun Zhongcheng, a fac- 
tory director at the Qilu Animal Health 
Product Factory in Shandong, China. 

For all the agonizing over vaccine poli- 
cies, it will be impossible to vaccinate all 
the scattered household flocks in poor 
countries such as Vietnam, Laos, Cam- 
bodia, China and Indonesia, according to 
vaccine producers and veterinarians. 

That’s because modern vaccination 
programmes require a large, concentrated 
volume of birds, repeated injections and 
repeated testing. So the question remains: 
How safe is a plump vaccinated chicken 
from a big commercial farm, if the 
scrawny backyard chickens next door 
remain vulnerable to disease? 

“You could have this little safe haven in 
the middle, but it’s surrounded,” said 
Aamir Farooqi, director of public affairs for 
Cargill Inc.'s Asia-Pacific operations. = 

Shawn W. Crispin in Bangkok, Tim 
Mapes in Jakarta, and Kersten Zhang in 
Beijing contributed to this article 
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Soft Sell 


Whether it’s a turn-off or turn-on, a stream of 
info could soon be coming to your cellphone screen 


By Mei Fong/Honc KONG 


SAY GOODBYE TO your cellphone screensaver of a cutesy car- 
toon character. Plans are afoot to turn your cellphone screen 
into a billboard, filled with a constant stream of news, sports 
scores and weather updates—as if folk weren't already bom- 
barded with enough information. 

Hutchison India, a subsidiary of Hutchison Wham- 
poa, launched such a service a year ago, loading about 
700,000 cellphone screens with Hutch Alive, a telephonic 
ticker tape of stock quotes, cricket scores and movie trivia. 
China Unicom followed suit in December with a trial run 
of similar services in western China. The service may be hit- 
ting Hong Kong soon: Israeli company Celltick, which sup- 
plies the technology for these broadcasts, says it is hold- 
ing last-stage discussions with a local mobile-service 
provider—but won't say which company just yet. 

It works via a little-used capability within the Global Sys- 
tem for Mobile (GSM) communications standard to broad- 
cast information to thousands of cellphones. What's key is 
that it takes the same amount of effort to send informa- 
tion to one user or hundreds of subscribers, unlike text mes- 
saging, where delivery efficiency is hampered when too 
many people send messages at the same time. During last 
year’s Severe Acute Respiratory Syndrome outbreak, it took 
Hong Kong mobile providers over seven hours to pump out 
public-service text messages debunking a rumour that Hong 
Kong would officially be declared an infected city. Using cell- 
broadcast technology, the same exercise would have taken 
less than two seconds, claims Celltick. 
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It’s the difference between whisper- 
ing in the ear of thousands of individuals 
and “standing on a rooftop, shouting to 
thousands,” says Ronen Daniel, Celltick’s 
senior vice-president of marketing. 

Turning the visual display on your cell- 

phone into the mobile equivalent of New 
York’s famous Times Square ticker is one 
way mobile providers hope to grow rev- 
enue. Facing a saturated market for tradi- 
tional voice services, Asian mobile opera- 
tors have been trying to lead customers to 
new data services on cellphones, such as e- 
K mail, games and even movies. As cellphone 
aot screens have increased in size and colour capa- 
bility, telecoms firms are trying to stake a claim 

on this piece of real estate. 

Fear not, if you view your phone merely as a device to 
phone people. It’s a value-added service, along with ringing 
tones, so customers can opt out when they sign a cellphone 
contract. While it costs nothing to receive the stream of broad- 
casts, users pay to receive additional information on news 
items. Soccer fans hungry for World Cup updates, for exam- 
ple, can click on relevant news items to select additional text 
reports, voice broadcasts, or possibly even a short video clip 
of the winning shot. India’s Hutch Alive charges 5-20 cents 
per click for anything from text to voice clips. Balu Nayar, gen- 
eral manager of value-added services at Hutch Alive, says 
the service has increased average revenue per user, or ARPU, 
for content services by 20%. The company would not disclose 
the service’s contribution to overall revenues to protect trade 
information from rivals. ARPU is considered a key indica- 
tor of the success of mobile operators. 


PUSH RETURNS TO SHOVE 

Other operators have tried to capitalize on similar information- 
broadcasting services in the past, but these have largely failed 
to take off because companies saw no way to generate profits 
from the technology. Receiving a constant, customizable stream 
of information—“pushing” information instead of “pulling it’— 
was one of the hot buzzwords of the dotcom era. One high-pro- 
file flameout: United States company PointCast, which tried to 
turn PC screensavers into ticker tapes. 

But now, push technology may see a revival via cellphones 
and other mobile devices. By using the technology as a gate- 
way to paid services, mobile operators hope to avoid Point- 
Cast’s pitfalls. Hutch Alive’s Nayar claims the service is low- 
cost and nonintrusive. There are no annoying notification 
clicks or beeps, just a silent stream of information that sub- 
scribers can dip into at will. India’s Hutch Alive says it has a 
go% customer-retention rate for the service. 

What remains to be seen is whether providers will over- 
load the service with annoying ads, which could turn off 
subscribers before the service gains mass acceptance. Celltick 
says it constantly tells clients to manage news content and 
ensure that users only get information they want. Says Daniel: 
“You put in garbage, you get garbage.” = 
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China Spins 
A New Disc 


The EVD is Beijing’s attempt to set an industry 
standard for the next generation of DVD players. 
It’s a bold and risky proposition 


By Anthony Kuhn/CHANGZHOU 


about the trail-blazing potential of the 
Enhanced Versatile Disc, the roll-out of EVD players on appli- 
ance-store shelves across China since December has been 
remarkably quiet. Probably its makers are only too aware of 
the high stakes they face in promoting China’s first home- 
grown standard for the video industry. 

Developed as a successor to the Digital Versatile Disc, 
the EVD offers better picture and sound quality than the 
DVD (see box on next page) when used with high-definition 
televisions. If the EVD establishes itself as a popular video 





WOULD YOU BUY THIS? An EVD player on display at Gome, an appliance store in Beijing 


format, China could exceed its role as a manufacturing pow- 
erhouse and become a more competitive player in the elec- 
tronics industry. But analysts say that achieving dominance 
in China, let alone internationally, will be difficult for the 
new format, given the multinational race to make the next 
generation of laser-video systems, and the scarcity of movie 
titles available on EVD. 

The consortium of Chinese government agencies and 
electronics companies that developed the EVD “faces a lot 
of commercial hurdles before it can put an EVD in every 
home,” says Scott Kennedy, a political economist at Indiana 
University, who studies China’s electronics industry. “In dig- 
ital technologies it’s hard for companies to move up the 
value-added chain.” 

But that’s precisely what the Chinese government is deter- 
mined to do. It wants to create globally competitive Chinese 
companies capable of original design, not just assembly. 
Despite its manufacturing muscle, China’s electronics indus- 
try holds little proprietary technology. Along with mobile 
telecommunications and wireless data transmission, the EVD 
is part of Beijing’s drive to establish its own technical stan- 
dards in key industries. 

In 1999, the State Economic and Trade Commission 
approved $1.2 million for the EVD’s development by a 13-mem- 
ber consortium led by Shinco, China’s leading DVD maker. 
The members then became stockholders in Beijing E-World, 
the consortiums corporate identity, charged with conducting 
core research, holding the EVD’s patents and collecting roy- 
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alties. “The government feels that domestic companies don't 
have the development capabilities of foreign firms, and only 
by banding together can the firms be competitive,” explains 
E-World’s president; Hao fie. 

For Chinese electronics companies, developing propri- 
etary technology is also becoming a matter of survival. “The 
manufacturing cost of this kind of consumer electronics prod- 
uct is now so low that they're getting down to shaving off 
the intellectual-property value,” says Julie Schwerin, CEO of 
InfoTech, a research firm based in Vermont in the United 
States. Intellectual- -property value means the royalties that 
manufacturers have to pay patent-holders. 

Although the bulk of the world’s DVD players are made 
in China, DVD-technology patents are owned by foreign 
giants, such as Hitachi, Matsushita, Toshiba and Time Warner, 
to which Chinese manufacturers pay hefty fees. For instance, 
Shinco, which claims nearly a third of 
China’s DVD-player market, no longer sells 
DVD players in the U.S., where they were 
retailing for $60 each—of which as much 
as a third went on royalty payments to 
DVD-patent holders. “The more we sell, the 
more we lose,” laments Fan Wenjian, the 
company’s spokesman, at its head office in 
Changzhou, in Jiangsu province. 

Makers of the new EVD players must 
still pay royalties to DVD-patent holders so 
that EVD machines can play DVDs— 
though the Chinese Electronics Industry 
Association has managed to bargain down 
the fee from $22 per player to $15. But if 
EVD takes off as a video standard, share- 
holders in Beijing E-World will own a dom- 
inant technology for which they don't have 
to pay royalties—and indeed will be able to charge others who 
want to join the standard. 

Shinco still imports two key components for its EVD play- 
ers: The lasers that read DVD discs are mostly made by Japan- 
ese firms, and the silicon chips that decode the EVD’s digi- 
tal data come from an American company, though E-World 
owns the chip technology. Fan says the company is confi- 
dent that it can eventually source all its components domes- 
tically. Shinco, which spent $3 million to help develop the 

_ EVD, now distributes the players through several electron- 
ics chain stores in China, and Fan says they are selling 100 
players a day nationwide. Sales of EVD players are estimated 
to peak in two years, he says, by which time it will become 
Shinco’s flagship product. 

Before that happens, though, it will have to overcome some 
serious hurdles. Unlike other key technologies, the EVD is 
a voluntary standard that can only succeed if it’s embraced by 
consumers. For national-security reasons, Beijing is forcing 
foreign companies that want to sell certain kinds of wireless 
devices in China to use Chinese-made encryption software. 
But Beijing E-World can't force consumers to buy EVD play- 
ers, which are double the price of DVD players. 

Wealth of content holds the key to the EVD’s success, ana- 
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lysts say. Some 1,600 American and Asian movie titles on EVD 
will begin to hit retail stores by April, according to Hao Jie o 
Beijing E-World. Hong Kong-based publishers have bought the _ 
rights to the movies, and negotiations for the rights to new 
movies from major Hollywood studios including MGM and _ 
2oth Century Fox are under way, says Hao. For now, Shinco. 
is giving away five movies with each machine it sells. 
Infotech’s Schwerin reckons that other major studios will. 
monitor the EVD’s sales and acceptance before committing 
their movies to the new format. Intellectual-property protection 
is key to persuading studios to release their movies on EVD. 
Shinco's Fan says that each EVD disc will have its own code key, - 
making the counterfeiting of titles much harder. Of course DVD. 
makers, too, thought that their products would be piracy-resist- 
ant, but China is now awash in pirated DVDs. 
That begs another question: Will consumers buy an EVD 
sa player and genuine EVD movies, when they _ 
can buy a DVD player and pirated DVD 
movies at less than half the price? The 
answer depends partly on their willingness 
to replace analogue TV sets with digital 
high-definitionTV sets. The EVD’s supe- 
rior quality can be seen only on HDTVs, 
which provide sharper pictures; China 
plans to begin broadcasting in HDTV in 
time for the 2008 Beijing Olympics. 
Shinco is betting that consumers who can 
afford at least $400 for a HDTV set will not 
be fazed by the $240 price ofan EVD player 
or $2.50 for a genuine disc. Sales of HDTV 
sets have doubled in recent years and now 
account for around 20% of the market for 
TV sets, according to the China Audio 
Industries Association. 
But a further challenge looms: In the next few years, con- < 
sumers will have a choice between the EVD and a new gen- 
eration of high-definition DVD systems. Big multination- 
als like Sony and Philips Electronics are developing a new © 
format called Blu-ray, using blue lasers, while Toshiba and 
NEC are backing a competing standard called high-defini- 
tion DVD, or HD-DVD. By launching their format first; 
the EVD makers hope that their technology will become 
the standard in China, and the size of the Chinese market 
will then force the international giants to support it. 
And then there’s the question of whether the EVD con- 
sortium can hold together in the face of these hurdles. Indi- 
ana University’s Kennedy points out that “very few governments < 
are successful in getting corporations to cooperate in develop- - 
ing new products. The companies just dort want to cooperate.” 
A previous Chinese consortium to develop the Super VCD, a 
successor to the VCD, split into feuding camps of manufac- 
turers, some of which rejected government involvement: ) 
Kennedy further cites the Beta videotape, which, despite 
Japanese government support in the 1970s, lost in market com- 
petition to the less expensive VHS standard. Unless it can prove 
an exception to this pattern, the EVD could end up as just. 
another digital artefact in China’s video evolution. Œ 
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Josh Estey 


Screen Slaver 


Check out this software: It’s like having a little 
helper right at your fingertips. You'll wonder how 


you managed without it 



























PM ABOUT TO TELL YOU about one of those soft- 
ware programs that could save you some serious 
slogging. So if you're a lawyer or someone else who 
bills for your time, then you may want to skip this 
week’s column. But if you're interested in getting 
more out of your computer by doing less, then 
you should buckle up 
and read on. 

This is the deal: 
Right now, when you 
use your computer (I’m 
talking about Windows 
here, but it’s also true for 
Apple users) you're working 
with what the boffins call a 
Graphical User Interface, or 
GUI, for the windows, the but- 
tons, the icons, the toolbars, all that 
hoopla. You use a mouse or a track 
point to navigate it. 

This is what the scientists call a Major 
Advance On The Old Days, when your screen 
was monochrome, you had to launch your 
word-processing program by typing 
“wordperfect” into a blinking spot 
on the screen called a C:> 
prompt, and you could only 
attach cute pictures of your 
nephew to your desktop 
using sticky tape. Icons? 
Windows you could move 
around? Opening more 
than one program ata 
time? Forget it. 

Now think about all 
this for a second. The 
whole idea of the GUI thing was to make life eas- 
ier for us. But is it? How do you launch your word 
processor? Remember the program name 
(Microsoft Word), remember what the icon looks 
like (a blue “W” shape), remember where it’s located 
(somewhere in that menu thingy on the left, right?), 
move the mouse there and click. Bingo, you're in. 
How about if you need to open a particular folder— 
say, your customers’ invoices—which are stored, 
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BY JEREMY WAGSTAFF 


because you're an organized person, in c:\MyDocuments\Cus- 
tomers\ Invoices. You would do all the same things you did to open 
Microsoft Word, except click on the Windows Explorer icon instead, 
then navigate through all the subfolders until you got to the Invoices 
folder. Bingo again. 

But why is it so convoluted? Sure, it may be easier than the old 
ways of doing things (which most of you will be too young to 
remember), but is it really necessary to do all those clicks? Answer: 
No. Not if you use something called ActiveWords. 

Active Words (www.activewords.com) is a very simple program 
that requires a bit of prior explanation, which is why I’ve blathered 
on a bit. Now imagine youre doing all the stuff mentioned above, 
only this time using ActiveWords. To open Microsoft Word, for 
example, type “word” anywhere, in any Window. Then hit the F8 
function key. Hey presto, Word launches. Open the invoices folder? 
Type “invoices,” hit F8 and off it goes. Your hands never leave 

the keyboard to grab the mouse, or 
scratch your head trying to remember 
what the Word icon looks like and 
which submenu it’s in. You just have 
to remember “word” or “invoices.” In 
the words of one of the creators of 
ActiveWords, a friendly, loquacious Min- 
nesotan lawyer called Buzz Bruggeman, 
it’s all about “getting the machinery out 
of people’s faces.” 


Selguk Demirel/REVIEW 


TIRED OF TYPING? 

Put simply, Windows is too graphical. We rec- 
ognize pictures more easily, but some things are eas- 
ier to remember as names. If you called a folder “pho- 
tos,” it’s going to be much easier to find if all you have to 
do is type “photos” instead of remembering which sub- 
folder it’s in. But ActiveWords doesn't stop there. 
Say you do a lot of typing of the same old stuff, 
day in, day out: boiler-plate phrases, from your 
name to the company’s name, to letters 
along the lines of “thanks for your offer 
of a mildly masochistic relationship but 
I’m rather tied up at the moment.” All 
this can be assigned to short memo- 
rable words, or initials, or just single 
letters. If you're tired of typing your 
name, just instruct ActiveWords to 
replace JW with Jeremy Wagstaff and, 
if your name happens to be the same 

as mine, you should be extremely happy. 

ActiveWords is unobtrusive: It’s a small bar that sits at the top 
or bottom of your screen and waits for you to do stuff. It requires 
some setting up, and a bit of getting used to, not so much because 
it’s difficult (it’s not), but because it involves you thinking a bit 
differently about how you work. At about $50 it’s not dirt cheap, 
but it’s well worth it for the time it saves. Try it. Just don't blame me 
if you get so productive you run out of ways to fill your day. = 

More musings and tips at http://loosewireblog.com 


February 26, 2004 


YES ! Start my annual subscription now. | pay 


only SG$88.00 (inclusive of GST). This promotion 





Please charge my subscription to my credit card 














is only valid for Singapore & Malaysia address. Amex |__| Diners | 
MasterCard [ ] Visa | 
[ Corporate subscription Ea Personal subscription Card No — e i = : | I | 
i nane amie y i i vig —_ Ra cada EN] | 
Job title Mth Year | 
Company i sany a | 
Delivery Address | Residence | Office a PES : _ | 
- Card member signature | 
(Block/House No) S z Unit Ne 3 EE My cheque sient to "The Edge Publishing Pte Ltd" is enclosed. | 
Guiding eae Cheque No [| || A La | 
(Street “i E pS Note: Please allow 2-3 weeks for delivery of your first issue | 
Postal code 2 = County m ar Send subscription order to: | 
eh Fax f -ia >< a 5 | 
u E ae, f The Edge Publishing Pte Ltd | 
E-mail Raffles City Post Office (65) 6232 8630 
= = — ~ — PO Box 218, Singapore 911708 (for credit card orders only) | 
Age Below 25 26-39 Above 40 | 
= Ti TH (TES/AI/FEER) 


The Edge Publishing Pte Ltd 


Raffles City Post Office, PO Box 218, Singapore 911708 Tel: (65) 6232 8622 Fax: (65) 6 





| MONEY 


BUDGET AIRLINES 


Asia Takes To 
Cheaper Skies 


Despite their many limitations, low-fare carriers are expanding 
across Asia, providing cheap and quick travel options to millions 
of people and giving the major airlines plenty to worry about 


FOR ONT PANNATHORN, a 23-year-old 
political-science student in Bangkok, 
visiting his parents in the northern city 
of Chiang Mai has until now meant 
spending 12 hours in a cramped and 
dingy railway coach. 

But today Ont isn't taking the train. 
Instead he’s stepping aboard an aircraft 
for the first time in his life. “I can save a 
lot of time and the flights are so cheap 
now,” he says as he waits eagerly at the 
check-in for One-Two-Go, one of Thai- 
land’s new flock of domestic low-fare 
airlines. For $35, or about the price of a 
first-class railway ticket to Chiang Mai, 
he'll be back home in just over an hour. 

With his unkempt hair, two-tone 
T-shirt and backpack slung over one 
shoulder, Ont represents an emerging 
revolution that could transform the very 
fabric of the region. Asia, geographically 
challenged and hobbled by poor railway 
and road infrastructure, is about to be 
linked by a fast, efficient air network 
accessible to the masses. Think telecoms 
in the 1990s: Much of the region, lacking 
the millions of kilometres of cable needed 
for adequate fixed-line services, instead 
made a quantum leap to cheap and widely 
available mobile networks. 

Just a few years ago, most industry 
observers doubted that Asia would ever 
be ripe for no-frills budget carriers simi- 
lar to America’s Southwest and Europe's 
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By Scott Neuman/BANGKOK 


Ryanair and EasyJet. So what’s changed? 
“The key ingredient is liberalization,” 
says Peter Harbison of the Centre for 
Asia Pacific Aviation, a Sydney-based 
consultancy. Governments whose tra- 
ditional mindset had been to protect 
their flag carriers from competition at all 
costs have suddenly realized the bene- 
fit of opening up. Low-fare international 
carriers such as Orient Thai Airlines, 
which make it cheap to get “there and 
away,” have an obvious positive effect on 
tourist-hungry countries like Thailand. 
Domestic competition has also lowered 
the bar for Asians who otherwise would 


FLY (ON THE CHEAP) 
WITH ME 


¢ Budget airlines cater to 
the cost-conscious air 
traveller 


* Low aircraft-lease rates 
have lowered one entry 
barrier 


e Standardized fleets cut 
maintenance costs 


¢ Internet booking cuts 
ticketing expenses 
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never have dreamed of travelling by air. 
Liberalization, however, has come 
slowly in Asia, where old-fashioned deal- 
making has sometimes run ahead of 
government reform. In the case of Thai 
AirAsia, CEO Tony Fernandes—a self- 
styled maverick who has made his name 
in the past two years by offering $9 domes- 
tic fares in Malaysia—decided to short-cut 
the process by forming a joint venture 
with Shin Corp., partly owned by the 
family of Thai Prime Minister Thaksin 
Shinawatra. That got him the entry he 
needed, and the airline started flying last 
month with promotional fares few could 
resist: $2.50 from Bangkok to Phuket. 
Orient Thai and AirAsia aren't alone. 
In the last few years, more than a dozen 
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low-fare airlines have taken off. Still more 
are waiting to challenge the long-estab- 
lished status quo in Asian commercial 
aviation. The shake-up couldn't come at a 
better time: Incomes are rising, pushing 
more Asians into the middle class, and 
the region's aviation market is expected to 
grow at 6% per year, according to aircraft 
manufacturer Boeing. “When disposable 
incomes rise, one of the first thing people 
do with the cash is start travelling,” says 
John Koldowski, a researcher with the 
Bangkok-based Pacific Asia Travel Asso- 
ciation (Pata), an industry group. “The 
potential here is huge.” 

Ironically, that potential for intra-Asia 
travel wasn't fully appreciated until after 
September 11, 2001, when long-haul traffic 
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from Europe and North America dried up 
and airlines, hotels and other travel-related 
businesses were forced to look anew at 
their own backyard. At about the same 
time, Beijing started gradually making it 
easier for its citizens to go abroad, and 
waves of them began doing so. 

More air passengers translate into 
more hotel guests. The trickle-down effect 
is already being seen in Australia, where 
the Richard Branson-backed Virgin Blue 
has taken nearly a third of the domestic 
market from Qantas. For hotelier Accor 
Asia Pacific, that has meant a boon for the 
chain's economy brands in Australia. “In 
many cases it’s entirely new business 
that wouldn't have happened if it weren't 
for cheap air tickets,” says Peter Hook, 
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general manager for communications at 
Accor Asia Pacific. Hook says Accor is 
expanding its economy brands, such as 
Ibis, throughout Asia to take advantage of 
the flood of new, low-budget tourists. One 
area of growth that has been most sur- 
prising is business travel. “Small busi- 
nesses that would have used the tele- 
phone and the mail to keep in touch with 
clients are now able to meet them face-to- 
face,” he says. 

And for some, budget carriers offer 
a new-found freedom to mix business and 
pleasure. Supachai Moungmanee, who 
already flies frequently to Chiang Mai for 
his engineering and construction busi- 
ness, can now afford to take his wife and 
20-year daughter along with him. >> 
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y CHOCK-A-BLOCK: Running flights at full capacity is key to success 


“Usually I go alone,” he says, “But the 
fares were so good that we decided to 
make a small holiday of it.” 

The numbers could be enormous. 
According to a survey by Axess Asia, a 
Bangkok-based aviation-and-hospitality 
consultancy, for 65% of budget-conscious 
travellers in Southeast Asia, low fares 
make the difference between going and 
staying home. Another 20% say they 
would otherwise take ground transport. 
One study suggests that if just one out 
of 10 people who now take trains, fer- 
ries and buses between Singapore and 
Malaysia flew instead, the airlines would 
pick up an additional 675,000 passengers 
a year. “We're talking about a transfor- 
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mational shift in the way people travel 
in Asia,” says James Reinnoldt, manag- 
ing director of Axess Asia. 

That promise is something One-Two- 
Go CEO Udom Tantiprasongchai has 
been eyeing for years. Udom, a former 
textile industrialist, started up One-Two- 
Go in December as an offshoot of his 
low-fare international airline, Orient Thai 
Airlines, which flies daily to Hong Kong 
and Seoul. Udom thinks Thailand alone 
holds the potential for 30 million new 
air passengers in the next five years—if 
the price is right. 

But that could prove a delicate calcu- 
lation. Just how price-sensitive the for- 
mula can be is made clear by the patches 


WHAT MAKES A LOW-COST CARRIER TICK 


Ask industry observers what it takes to keep a low-fare 
carrier airborne and most will rattle off a list: no in-flight 
meals, a single aircraft type, use of less-costly secondary 
airports and Internet ticketing, to name just a few. 

The model in Asia, however, has challenged the 
conventional wisdom and is in the process reshaping the 
budget-airline business model. “Low-cost carriers come in 
all flavours, but at the end of the day, if you can fly between A 
and B at the lowest-possible cost, you’ve got a good chance 
of making it,” says Peter Hilton, head of transportation 
research at Credit Suisse First Boston in Hong Kong. 

Issuing paper tickets through expensive travel agents is a 
no-no for budget carriers. That has prompted many no-frills 


operations to turn to technology 
for the solution: They rely on 
passengers to book their own 
tickets over the Web. But in 
otherwise Internet-savvy Asia, 
consumers have been more reluctant than their North 
American or European counterparts to part with credit-card 
details. So, for the likes of Orient Thai Airlines and AirAsia, it 
means running their own call centres. 

Even with the relatively cheap labour available in Asia, 
low-fare airlines are looking for ways to cut those costs. One 
way could be to use convenience-store chains to sell tickets. 

_ Not only would it eliminate the need for the call centres, but 


of blue on a computer spreadsheet track- 
ing One-Two-Go's reservations in Udom's 
office. “That represents people who have 
cancelled,” Udom explains. “When Thai 
[Airways] undercut us by 1 baht [about 2.5 
cents], we started seeing a lot of blue.” 

It’s only the latest obstacle on Udom's 
long and turbulent path to success in low- 
fare airlines, which started in 1991 ina 
chance conversation with Cambodian 
Prime Minister Hun Sen. At the time, 
Udom was running a garment factory in 
Cambodia, and he complained about the 
lack of direct flights to the capital Phnom 
Penh. “Why don't you set up your own 
airline?” Udom recalls the prime minister 
asking. A year later, Cambodia Interna- 
tional Airlines began flights between 
Phnom Penh and Bangkok, Hong Kong, 
Ho Chi Minh City, Vientiane, Singapore 
and Kuala Lumpur. 

By 1994, however, Cambodia was 
keen to re-launch its own airline, Royal 
Air Cambodge, and gave Udom his walk- 
ing papers. From 1994 to 2002, Udom's 
airlines, with their ever-changing names, 
stayed alive by flying a series of charters 
shuttling Muslim pilgrims to Jeddah, 
Saudi Arabia as well as refugees and 
peacekeeping troops to places such as East 
Timor and Kosovo. “We became a gypsy,” 
Udom chuckles. All the while, Udom was 
trying, with limited success, to crack the 
market in Thailand, long held as the 
exclusive domain of government-sup- 
ported Thai Airways. 


Today Asia is 
reshaping the 
budget-airline 
business model 
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Udom’s career illustrates how difficult 
it is to find a winning model. Now that 
government regulations have eased, the 
competition has piled in—not only from 
Fernandes’ Thai AirAsia, but also from 
PB Air's Diet Jet and soon, Nok Air, Thai 
Airways’ own low-cost entry. And Thai 
Airways isn't the first major airline to 
get in on the act. In a turf-protection 
strategy, Qantas Airways, Singapore Air- 
lines, Indonesia’s Garuda and Vietnam 
Airlines have all either launched low-fare 
airlines or announced their intention to 
do so by the year’s end. 

Some big players have also been 
attracted to the region. Fresh from his 
Virgin Blue success, Richard Branson has 
expressed interest in investing in a low- 
fare operation specifically in 
Asia. Airline financier David 
Bonderman and the family 
that founded Ireland’s Ryanair 
also have a stake in Tiger 
Airways, Singapore Airline’s 
budget venture. So far, Hong 
Kong-based Cathay Pacific 
Airways is one of the few 
regional heavyweights to say 
publicly that it is unlikely to 
enter the fray. 

Meanwhile, India, where 
outbound travel is growing by , 





Í MONEY 


fare] domestic and regional carriers crop- 
ping up there in the next few years,” says 
Ravi Devagunam, an air-transport con- 
sultant with Deloitte Consulting. Add to 
the mix China—which said recently it is 
open to the idea of budget carriers—and 
the potential market “boggles the mind,” 
says Harbison. 

In the Darwinian environment of 
commercial aviation, however, at least 
some of these airlines probably won't 
make it. Getting the business model right 
is key, but Asia is different enough that 
industry observers say some of the rigid 
rules don't apply. For instance, Internet 
booking is generally seen as vital, in that 
it eliminates the need for expensive 
reservation and ticketing staff. But Orient 


GROWING PROSPERITY 
Average household income in Asia will increase 
in the next four years 
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Thai and subsidiary One-Two-Go run a 
call centre because Thais, like many other 
Asians, are reluctant to conduct business 
any other way, says Udom. There are 
other ways to simplify the process: Udom 
envisions a pre-paid card that could be 
used to purchase tickets at convenience 
stores. “The receipt for the purchase 
would essentially become the ticket,” 
he says. 

But keeping the customer satisfied 
might not be so easy, even in the low 
expectations of the no-frills environment. 
Queuing for check-in on AirAsia’s Bang- 
kok-to-Phuket flight, Pranom Lousrisu- 
pachai was clearly disappointed. “They 
advertised these really low fares and when 
I called they said 1,700 baht ($45) was the 
best I could get,” she said, 
explaining that she had lived 
in the United States for 30 
years and was used to flying 
cut-rate Southwest. “I’m flying 
with them today, but I don't 
think TIl do it again.” 

If the major airlines are 
counting on that kind of dis- 
satisfaction luring back lost 
customers, they might want to 
think again. Even with a shake- 
out down the road, low-fare air- 
lines are here to stay in Asia, 
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Reinnoldt, managing director of Axess Asia, 
aviation consultancy. 


Flying a single aircraft type—typically a Boeing 737 or 
_ Airbus A-320—is considered key to speeding up turnaround 
times and simplifying maintenance. However, Orient Thai 
Airlines recently launched One-Two-Go using Boeing 757s, 
with more range and greater seating capacity than the 737. 
CEO Udom Tantiprasongchai’s rationale is simple: “If One- 
Two-Go doesn’t work out, I’ve still got long-haul planes for 


Orient Thai,” he says. 
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it would further demystify the process of air travel for first- 
time passengers. “It's crucial from the consumer point of 
view to make the ticketing as simple as possible,” says James 


Source: Asian Demographics 


a Bangkok-based 


won’t survive.” 


What about secondary airports versus major hubs? “The — 
cost of landing in a major airport isn’t as big a deal as many 
people think,” says Axess Asia’s Reinnoldt. But time is 
money, he says, and there are other advantages to using 
secondary airports. “At Bangkok airport, you might have to 
wait an hour before turning around your aircraft, while at a 
secondary hub, you might be able to cut that time in half,” 
Reinnoldt says. 

Ultimately, the market place will decide how far the 
budget-airline model can be stretched in Asia. Says Peter 
Negline, an analyst with JPMorgan Securities: “If you were a 
gambling person, you’d probably bet that some of these guys 


well never to forget. = 
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‘TOURISM 


Europe, Here 
We Come 


Chinese tourists are poised to swamp Europe, 
thanks to Beijing’s looser travel restrictions 


By David Murphy/BEIJING 


ONE HUNDRED MILLION CUSTOMERS. That’s how many 
Chinese tourists the World Tourism Organisation, or WTO, 
estimates will travel abroad annually by 2020. No wonder 
then, that on February 12 at a signing ceremony in Bei- 
jing the European Union made its bid for a slice of that busi- 
ness. China granted 12 EU-member countries the status 
of “approved destinations,” making it easier for tour groups 
to travel to Europe. Beijing also promised it would facilitate 
the return of any of its citizens caught using this easier 
access to illegally migrate to the EU. 

The deal promises to open Europe’s door to 
mass Chinese tourism and add serious weight to 
a global industry that is worth about $500 billion 
annually—and last year saw around 700 million 
international arrivals. The advent of Chinese group 
tours also presents a potential boon to Europe’s 
travel industry fighting fears of terrorism and the 
United States dollar's weakness against the euro. 
But neither the EU’s nor China’s tourism authori- 
ties are saying just how much it might be worth. 







OUTBOUND: More mainlanders will soon discover Europe’s charms 
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TRAVEL ADVISORY 
The number of Chinese outbound 
tourists is steadily growing 


One place to look for a precedent might be Australia, 
which signed an approved-destination agreement with China 
in 1999. “Since then, growth in number of travellers has 
averaged a healthy 20%-25% annually—except for the 
[Severe Acute Respiratory Syndrome] period last year,” says 
May Tang, the Shanghai-based China manager for the Aus- 
tralian Tourist Commission. 

Separate bilateral agreements, expected to be signed 
over the next few months, will cover Denmark, Britain and 
Ireland. The 10 new countries acceding to the EU on May 1 
will also be party to the agreement after they join. 

The numbers of Chinese travelling abroad quadrupled 
during the 1990s and that trend is set to continue through 
the next two decades as the country’s middle class grows. The 
government is also easing restrictions on its citizens obtain- 
ing passports and the amount of money they can take abroad, 
making it easier for them to travel. And it’s expected to intro- 
duce flexible holidays and move away from the practice of the 
entire country going on holiday at the same time. That should 
reduce the pressure of bottlenecks around China’s national 
holidays and spread the demand for Europe-bound airline 
seats year round. 

That’s all good news for the enlarged EU, which is 
keen to brand itself as a single tourist destination. Prior to 
the approved-destination agreements only a few countries 
issued individual tourist visas to Chinese citizens. Germany 
and France were the main 
attractions, drawing 160,000 
and 130,000 tourists respec- 
tively in 2002, according to 
Wang Shoutao, of the market 
research division of the China 
National Tourism Administra- 
tion. Small numbers perhaps, 
but enough to put a gleam in 
the eye of the EU’s tourism 
executives. 

One reason is because ana- 
lysts expect the numbers to 
grow rapidly. The Madrid- 
based WTO forecasts an aver- 
age annual growth rate of 
12.8% in Chinese outbound 
tourism between 1995 and 
2020. That’s three times the growth rate it predicts for the 
rest of the world over the same period. By 2020 China will 
be the fourth-largest source of outbound tourism in the 
world, the WTO says. 

And Chinese spending power is reportedly high. At 
nearly $1,200 per capita, it’s almost twice the average spent 
by international tourists arriving in Europe, according to the 
WTO.-That average figure could come down as mass tourism 
takes off among Chinese travellers, but they are likely to fol- 
low in the footsteps of East Asian tourists spending heav- 
ily on European branded goods. Chinese “are among the 
highest spenders because they like to shop for friends and 
family when they travel,” says Tang. = 
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PROPERTY 


Bubble Trouble? 


Not really. Despite talk of speculation, real demand lies 


behind the rise in Hong Kong property prices 


By Tom Holland 

A colonial-era wag once quipped that Hong Kong was run 
by the head of the Jockey Club, the chairman of the Hongkong 
and Shanghai Bank and the governor, “in that order.” Today, 
in the age of Internet gambling, the Jockey Club is a dimin- 
ished presence in the territory, and the governor has long since 
departed, to be replaced by a chief executive the population 
delights in deriding. But when the chairman of HSBC speaks, 
Hong Kongers still sit up and listen. 

In early February, David Eldon, boss of the Hong Kong arm 
of the giant banking group, caused a stir when he warned of 
a bubble emerging in Hong Kong’s property market, saying 
that rapid price rises driven by speculative buying are a dan- 
gerous trend. The tens of thousands of Hong Kong families 
who remain in negative equity—where their mortgage obli- 
gations exceed the value of their homes—are hardly likely to 
agree. Residential prices remain 60% below their 1997 peak, 
leaving many households deep under water. But even so, prices 
have been rising rapidly in recent months, and it is not only 
Eldon who's concerned. 

Since the residential-property market hit bottom in July, 
prices of apartments have rebounded by an average 20%. At the 
luxury end of the market, the appreciation has been even more 
pronounced, with prices in some prestigious developments 
up by 50%. What’s more, monthly transaction volumes have 
more than doubled from the market’s trough last year, encour- 
aging real-estate agents to believe the worst is past. 


SPECULATORS RETURN 

Hong Kong’s punters clearly agree. According to agents, the 
number of buyers taking luxury property as an investment 
rather than as their homes has soared to 50% in some devel- 
opments, a level reminiscent of the heady days of the 1997 
property bubble. “Speculation in trophy properties has gone 
wild again,” warned Andy Xie, an economist with invest- 
ment bank Morgan Stanley, in a research note sent to clients 
in mid-February. 

True, property speculation has returned, but buyers are 
coming out of the woodwork now largely because Hong Kong 
properties have not looked this attractive since the 1980s. 
Much of the fall in apartment prices following Hong Kong’s 
reversion to Chinese sovereignty in 1997 was propelled by 
the new administrations misguided housing policy, which 
promised 85,000 new apartments a year. Supply exceeded 
demand by tens of thousands of units and prices plunged. 
Horrified, the government reversed its policy at the end of 
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2001 and the oversupply began to fall. 

At the same time, mortgage rates have also 
fallen. Today, the cost of buying an apartment as a 
proportion of disposable income is lower than at any 
time since the 1980s. At the end of 2002, Hong 
Kong stockbroker CLSA estimated that around 
600,000 households could afford to buy homes for 
the first time, compared with around 130,000 at the 
end of 1997. Now that prices have stabilized and 
unemployment is falling, it is hardly surprising that 
Hong Kong people are returning to the market. 

Buying for investment also makes sense. With 
mortgage rates at just 2.5% and rental yields esti- 
mated at between 4% and 5%, buying property 
looks attractive, especially when deposit rates are 


PICKING UP 
The Centa-City Index of Hong Kong 
property prices finally heads higher 
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scraping zero and interest rates are not expected 
to rise significantly over the coming year. 

With demand on the up, real-estate agents are 
forecasting that luxury-property prices will increase 
by around 15% in 2004, with rents edging higher 
by 5%. The office market is also recovering. With 
grade-A office rents at levels unseen since 1988, 
vacancies falling and new supply restricted over the 
next two years, agents are looking for rents to rise 
by between 15% and 20% this year. 

That will be good news for property develop- 
ers’ earnings, but investors should think twice before 
they run out to buy property stocks in preference 
to property itself. Since it hit bottom last April, the 
Hang Seng property-stocks index has soared by 
100%, significantly outstripping the 60% rise in the 
broader Hang Seng index. With property stocks now 
trading at a price-to-earnings ratio of 25 times, up 
from 12 just six months ago, and at a dividend yield 
of just a fraction over 2%, developers’ shares are one 
market that certainly is looking overinflated. = 
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INDIA 


Capital Idea 


After years of cost cutting, private companies are 
beginning to invest in new industrial capacity 


By Rasul Bailay 

After years of sluggish private investment, corporate 
India is gearing up to come out of its shell, thanks 
to growing domestic demand and better prospects 
for exports. “Signs are there that private investment 
is going to revive as domestic capital-goods pro- 
duction and also capital-goods imports have picked 
up,” says Kishlaya Pathak, an economist for Stan- 
dard Chartered Bank in Mumbai. 

A revival in private investment is the missing 
piece in what has been a remarkable economic 
performance: India’s economy is poised to grow 
a 15-year-best of more than 8% in the 12 months to 
March 31. Demand has picked up thanks to a 
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bumper harvest that has created more disposable 
income for India’s 600 million farmers. Indeed, 
sales of consumer durables went up 8.2% between 
April and October compared to a drop of 6.5% in 
the same period last year. More and more Indians 
are buying motorcycles, cars, electronic goods and 
mobile phones, driving up demand. 

A recent report by Morgan Stanley predicted 
that Indians would buy $1.7 billion worth of 
mobile phones in the year ending March 31, 2005. 
Telecoms companies will spend $4.4 billion 
over this period in capital expenditure to expand 
services, says the investment bank. 

In recent years, Indian companies have focused 
more on painful restructuring rather than capital 
investment and expansion. Slow growth and 
competition have forced companies to slash 
bloated workforces in an effort to cut costs. 
Analysts say the restructuring process has started 
to pay off. For example, staff cuts, plant modern- 
ization and better management have made India 
one of the world’s cheapest steel producers—and 
it has been rewarded by increased exports. Analysts 
see growing capital investments in sectors such as 
steel, capital goods, car components and telecoms, 
among others. 

“There has been a spurt in domestic as well 
as export demand,” says K.V. Shetty, president of 
the Automotive Components Manufacturers Asso- 
ciation of India. Indeed, vehicle-component exports 
were targeted to touch $1 billion by 2005, but 
due to a “huge pick-up in orders” the industry 
will achieve that target by the end of March 2004, 
he says. The industry expects a further 22% growth 
in exports in the next financial year. Shetty says 
vehicle-component companies are planning to 
invest 16 billion-2o billion rupees ($346 million- 
390 million) in the next fiscal year. 

The investment in new capacity comes after 
an almost seven-year slump, analysts say. A recent 
Reserve Bank of India survey says that year on 
year, corporate investment in India dropped 24% in 
fiscal 2002, a further 9% in fiscal 2003 anda 
staggering 47% in fiscal 2004. But analysts think 
that’s set to change. “The global recovery and a 
monsoon-induced resurgence in domestic demand 
should mean that capacities will be reasonably 
stretched by mid-2004,” says Pathak of Standard 
Chartered. “Therefore, corporates will be confi- 
dent by then to say it’s time to put up new capacity.” 

But not much investment is flowing into 
critical infrastructure sectors. “The main bottle- 
neck is infrastructure,” says Indranil Pan, chief 
economist at Kotak Mahindra Bank in Mumbai. 
“Power, ports, roads are the areas India needs 
to look at if it wants to have 8% growth on a 
sustainable basis.” = 
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Dow Jones Global Indexes Local Indexes Pak 
Index (Feb. 16) % chg YTD (Feb. 16) Mkt Unit Latest % chg YTD 
(Feb. 16) %chgYTD “Australia 3,337.20 +0.94 Aluminium Ldn $/tn 1,711.00  +6.67 
Australia 232.08 +6.41 Bangkok 738.92 -4.30 Cocoa NY  $/tn 1,544.00 +1.91 
China 88 152.57 +12.41 Bombay 6,012.35 +2.97 Coffee NY c/b 74.00 +13.93 
Hong Kong 245.69  +13.33 Colombo 1,117.82 +5.25 Copper NY c/lb 124.35 +18.94 
Indonesia 62.28 = + 13.24 Hong Kong 13,831.53 +9.98 Cotton NY c/b 68.18 -9.18 
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New Zealand 193.18 +6.85 Kuala Lumpur 828.17 +4.31 Palm Oil KL Ringgit/tn 1,884.00 +6.20 
Philippines 64.50 -0.32 Manila 1,464.99 +1.57 Pulp OMLX $/tn 510.00 0.00 
Singapore 142.13 +6.70 Seoul 881.28 +8.70 Rice Bnk  $/tn 216.00 +6.93 
South Korea 122.41  +15.00 Singapore 1,861.39 +5.49 Rubber KL Mc/kg 482.00 +2.01 
Taiwan 128.96  +13.81 Taipei 6,565.37  +11.45 Soyabeans Chg c/bushel 829.00 +4.41 
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U.S. Total Market 271.31 +3.29 Wellington 2,244.79 -1.47 Tin KL $/tn 6,630.00 +0.30 
Euro Stoxx 50* 2,877.39 +4.23 DJIA 10,627.85 +1.66 Wheat Chg c/bushel 380.25 +0.86 
FTSE 4,408.10 -1.54 AIG - Dow Jones Commodity Index 140.50 +3.87 
Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. *Dow Jones Stoxx 5™™ Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 
% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Kuala Lumpur (3.37% on week) 
(Feb. 16) Gop | CPI Current acct | Trade balance _1-mth interbank | Prime rate Composite index 
Australia 2.5 (Sept Qtr) +2.4 (Dec Qtr) -26.52 (Sept) -15.45 (Dec) 5.41 9.50 850 
China 9.9 (Q4 '03) +3.2 (Jan) +35.42 (2002) +25.40 (Dec) 2.50 n.a. 
EU 0.9 (Q4 '03) +14.8 (Dec) +50.45 (Q3 '03) -14.85 (Nov) 2.08 na. ed 
Hong Kong 4.0 (Q3 '03) -1.9 (Dec) +18.43 (Sept) -8.52 (Dec) 0.04 5.00 840 
India 8.4 (Q2 '03/'04) +3.7 (Dec) +1.07 (Sept) -14.99 (Dec) 6.00 10.63 
Indonesia 4.1 (2003) +4.8 (Jan) +4.70 (2003)  +27.45 (Dec) 7.82 7.66 835 
Japan 1.9 (Q3 '03) -0.4 (Dec) +136.11 (Dec) +92.28 (Dec) 0.06 1.38 
Malaysia 5.1 (Q3 '03) +1.2 (Dec) +11.87 (Sept) +42.27 (Dec) 3.00 6.00 830 
New Zealand 3.6 (Sept '03) +1.6 (Dec Qtr) -3.67 (Sept) -2.59 (Dec) 5.49 5.59 
Philippines 4.5 (Q4 '03) +3.4 (Jan) +3.43 (Sept) -2.10 (Nov) 6.44 9.44 825 
Singapore 3.7 (Q4 '03) +0.7 (Dec) +26.07 (Sept) +27.16 (Jan) 0.56 5.50 
South Korea 2.3 (Q3 '03) +3.4 (Jan) +14.90(Nov)  +17.21 (Jan) 3.67 4.07 820 
Taiwan 4.2 (Q3 '03) +0.01 (Jan) +28.63 (Sept)  +17.74 (Jan) 0.90 0.75 
Thailand 6.5 (Q3 '03) +1.8 (Dec) +7.93 (Dec) +10.34 (Dec) 1.31 5.75 a5 Pai gre ene aay 
U.S. 4.0 (Q4 '03) +1.9 (Dec) -547.41 (Sept) -488.79 (Dec) 1.09 4.00 February 
Source: Government Statistics Source: MoneyLine Telerate 
Key Currencies 
(Feb. 16) $1 worth Spot rate % chg YTD (Feb. 16) $1 worth Spot rate % chg YTD 
Australia dollar 1.2606 +5.30 Mongolia* tugrik 1,126.00 0.00 
Bangladesh taka 58.65 -0.26 Nepal rupee 73.00 0.00 
Brunei dollar 1.6723 +1.97 New Zealand dollar 1.4152 +7.87 
Burma** kyat 855.00 +4.09 Pakistan rupee 57.32 -0.28 
Cambodia** riel 4,121.00 -6.50 Papua New G. kina 3.1855 +3.63 
China renminbi 8.2772 -0.01 Philippines peso 56.15 -1.13 
European Union euro 0.7828 +1.38 Russia** rouble 28.468 +2.71 
Hong Kong dollar 7.7684 -0.06 Singapore dollar 1.6735 +1.44 
India rupee 45.285 +0.68 South Korea won 1,157.10 +3.02 
Indonesia rupiah 8,373.00 +0.39 Sri Lanka rupee 98.90 -2.02 
Japan yen 105.45 +1.67 Taiwan NT dollar 33.098 +2.63 
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February 26, 2004 Far Eastern Economic Review 45 


ADVERTISING SUPPLEMENT 


U.S. PROPOSALS ON AIRLINE SECURITY 
MEET WITH MIXED GLOBAL REACTION 


Airlines, airports and governments 
world-wide will soon have to decide 
whether they will introduce the same 
range of security measures that are 
currently being considered in the U.S. 
These include sharing passenger-profile 
information among governments, imple- 
menting new visa requirements, introduc- 
ing biometric (automated hand or eye 
recognition) checks at airports, arming 
pilots, flying with sky marshals and fitting 
antimissile systems on airliners. 

At the start of this year, the U.S. 
Department of Homeland Security (DHS) 
said it would require foreign carriers to 
place sky marshals on certain flights if 
there was intelligence information to 
suggest a potential security threat. In 
many parts of the world, sky marshals 
have, since Sept. 11, become an accepted 
part of flying. Singapore and Australia are 
currently introducing sky marshals on 
some flights between the two countries 
and Bangladesh, China, Japan, Thailand, 
Malaysia and India all have plans — or 
programmes in place — to deploy armed 
guards on sensitive flights. 

But not all countries are in favour of 
the measure. Finland, Sweden, Denmark 
and Portugal have all rejected the con- 
cept, although discussions continue. 

And the London-based International 
Federation of Air Line Pilots’ Associations 
(Ifalpa) issued a statement last month, 
saying: “The requirement by the DHS that 
this programme be implemented does not 
appear to be well thought out. Forcing 
countries which do not already have a sky 
marshal programme to hurriedly imple- 
ment one could lead not only to a hap- 
hazard implementation...but could also 
be counterproductive to the mission of 
enhancing security." 

Even more radical measures are being 
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considered. Last month, the DHS selected 
three firms — Northrop Grumman, BAE 
Systems and United Airlines — to exam- 
ine whether military technology can be 
adapted to protect airliners from shoul- 
der-fired missiles. Early estimates suggest 
it would cost between US$1 million and 
US$2 million to equip an airliner with 
such systems. 

The problem is that countries differ on 
what constitutes an appropriate response. 
In the U.S., where an airliner would be shot 
down by the air force if it were considered 
a major threat, sky marshals and armed 
pilots are viewed by many as the lesser of 
two evils. But if foreign airlines want to fly 
to the U.S., they will have to abide by the 
strict new security measures. 

The end result of these initiatives 
being pioneered in the U.S. will not be 
more intrusive security, many in the 
industry think, but a much smoother ride 
through border formalities — at least for 
the average passenger. 


By identifying as early as possible 
“trusted” passengers, the security services 
can concentrate their efforts on travellers 
they do not know. Sharing information 
and automating many check-in proce- 
dures will make it possible to speed 
increasing numbers of passengers 
through airports while radically improving 
security checks. In Asia’s international 
hubs, the deployment of enhanced X-ray 
scanning technology has shown it is 
possible to improve security and keep 
queues to a manageable level. 

“Passenger loads in this region con- 
tinue to grow,” says Leroy A. Keith, 
technical director of the Kuala Lumpur- 
based Association of Asia Pacific Airlines. 
“Passengers are not being dissuaded by 
increased security requirements.” 

But it is not just the technology which 
has changed since Sept. 11. Despite their 
differences about the deployment of sky 
marshals or armed pilots, governments are 
now more willing to share information and 
develop common systems and procedures 
to improve both border security and 
passenger flows. Washington and the 
European Union agreed late last year that 
passenger name record (PNR) information 
(covering data from credit card information 
to meal preferences) will be provided to 
the Customs and Border Protection Bureau 
by airlines serving the U.S. 

The major disagreements now revolve 
around the issue of who will pay for it. The 
International Air Transport Association 
estimates that since Sept. 11, the world’s 
airlines have had to pay around US$5 
billion in increased security costs. Ultimately, 
the passenger will pay — but if it means a 
smoother and more secure journey, it is a 
price most would consider justified. 


The text of this advertising supplement 
was written by Philip Butterworth-Hayes. 
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SPORTS 


Ride ’Em, 
Cowboy 


Once a staple of life in Australia’s outback, rodeo is 
finding a new—and young—generation of followers 
keen to play the original extreme sport 


Photographs by Steven Siewert; 
text by Linda Morris/JERRY’s PLAINS, 
New SOUTH WALES 


THEY ARE SLURPING MILK SHAKES and taking messy bites 
from hamburgers. Freckled faces—smeared with tomato sauce 
and dirt—grin as they talk about their last rides. “Magic,” says 
one. “You ought to see it move,” says another. 

Every boy wants to be a cowboy. Few ever summon the courage 
to match wits with an angry bull, still less make a living from bull 
riding. It’s the original extreme sport: A spinning, bucking bull 
can run you down like a truck or toss you into the air with a 
flick of his horn. Either way, you'll get hurt. 

But these youngsters are living out their childhood dreams. 
On string-bean legs, they swagger about in moleskins or denim 
jeans, boots, chaps, spurs and check shirts. Only their hats (wide- 
brimmed Akubras, not stetsons) and their belts (plaited kanga- 
roo hide, not leather) offer a clue that this isn’t Texas or Calgary, 
but Jerry’s Plains, in Australia’s New South Wales. 

It’s also state-championship day, a big day for eight-year-old 
Mark Atkinson, who has just finished his first competitive ride. On 
his left arm there’s a raw-looking scar. Eyes brim with tears. “Look 
mate, no blood,” says his dad, Craig, to lift the boy’s spirits. Turn- 
ing from his son, Atkinson motions to a group of boys, hair mussed, 
faces still frozen with fear, as they make their way back from the 
arena. “Watch them closely,” he says. “Believe me, they're hooked. 
They'll pick themselves up and do it all again.” 

Rodeo is as much a tradition of Australia’s bush as it is of 
America’s prairies. As long ago as 1900, a crowd of 105,000 gath- 
ered to see a rough-riding show in Sydney, and in the 1920s 
and 1930s, travelling tent rodeos were a common sight. With 
increasing urbanization, though, rodeo struggled to keep its grip 
on the national imagination. But in recent years, a thirst for 
extreme sports combined with nostalgia for Australia’s rural past 
has fuelled fresh interest in the sport. These days, there are at 
least four professional and amateur circuits in Australia, >> 
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staging events for everyone from beginners to veterans. Child 
competitors begin at the age of eight by riding “pee-wee” calves, 
progress to steers at 13 and bulls and bullocks at 15. 

The most gruelling rodeo event is rough riding. The aim is 
to stay on the back of a calf for six seconds—the more spectac- 
ular the ride, the higher the points. Count out six seconds—it 
doesn't seem long, but on the back of a bucking calf, it can seem 
like a lifetime. 

So why do it? “It’s the greatest blood rush you could ever wish 
for,” says Craig Atkinson, a rodeo rider who never quite made the 
grade. “That high you get is incredible.” Adds Mitch, his older 
son: “It’s more fun, more exciting. It’s for adrenalin junkies.” 

It’s also dangerous, as 11-year-old Joey Wyburn found out 
about four years ago when waiting in the chutes. He was squashed 
when a calf failed to break out cleanly. He never got back on. 
Following in the footsteps of his dad, he’s now learning to be a 
rodeo clown, putting himself in harms way to distract bulls from 
riders who've been thrown to the ground. “I can run,” he says. 
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For some parents, the rough and tumble is part 
of the attraction. At a weekend bull-riding school 
outside Kempsey, a blink-and-you'll-miss-it town 
in New South Wales, Dave Carmen has brought 
his son to give him a taste of the rodeo world. “Life 
is so sanitized these days,” Carmen says. “It’s hard 
for boys to be boys.” 

The school is taught by four-time Australian 
champion Brad Scott. “Bull riding is 90% mental 
attitude, 10% skill,” he says. He knows: At the peak 
of his career in the United States, with a newly 
signed $1 million contract, a bull stomped on his 
chest. He was given hours to live. 

“Some said that’s the end of Brad Scott,” he 
recalls. “But I came back to win three more Aus- 
tralian championships. Bull riding is the biggest 
rush I’ve ever experienced, and it comes from 
flirting with danger.” 
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Scott isn't Australia’s most famous rodeo rider. 
That's Troy Dunn, a contemporary from Queens- 
land. A six-time national champion, he claimed 
the world title in 1998, and is the sport’s second- 
highest money earner in the world, with career earn- 
ings of more than A$2 million ($1.6 million). 

Dunn and Scott are both cowboys of the new 
millennium, serious athletes in a professional sport 
eager to shrug off its rough-riding, beer-swilling 
reputation. They’re heroes for 16-year-old Daniel 
Cleal. On his first competition ride a steer stomped 
on his helmet. Now he wears braces to cover the 
tooth he lost then, while a rough scar on his chin 
marks his eight stitches. He diets, trains with 
weights, jogs and studies his video replays. He 
doesn't drink or smoke. “Mum tells me I've got 
to do my homework,” says Daniel, “so I try to get 
it all done so I can get on with my training.” 
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“Bull riding is the 
biggest rush I’ve ever 
experienced, and 
it comes from flirting 
$ 39 

with danger 


CHAMPION RODEO RIDER 
Brap SCOTT 


Junior rodeo is mostly a father-and-son affair. Mothers 
run the canteen, video the rides or just keep out of the way; most 
learned long ago to keep their worries a safe distance from 
the arena. 

But you don't have to be a boy to be a cowboy. Of the go-or- 
so competitors at Jerry’s Plains, three are girls. Colleen Buchanan 
has given up all hope that her daughter Ainslie might take up bal- 
let. The day she turned eight, Ainslie demanded that she be 
allowed to ride. “The first time she came to Jerry’s Plains it was 
like living a dream,” says her mother. 

Ask the parents about the worst side of rodeo and they'll tell 
you it’s not the spills, but the travelling. They’re rural Australia’s 
version of the suburbs’ soccer mums and dads, travelling the length 
and breadth of the state and beyond each weekend. But it’s worth 
it, says Craig Atkinson. “You will never see these boys getting up 
to mischief while they have this sport and each other. It keeps them 
fit and healthy and out of trouble. It’s a rodeo thing,” he adds, “a 


country thing, a buddy thing.” = 
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Call (852) 2831 2502, 
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Hong Kong. 
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A JAPANESE UNIVERSITY lecturer 
developed the ability to be in two places 
at once. Yojiro Sonoda, 49, was seen 
by dozens of people working as a lec- 
turer at Kyushu Lutheran College. Yet at 
the same time, he was working as a 
counsellor at a junior high school in 
Kumamoto prefecture. 

At first, people thought he was really 
good at zipping across town at incred- 
ibly high speed. But the principal of the 
school became suspicious when Sonoda 
was scheduled to be hard at work at 
his college and at the school at precisely 
the same time—and turned up simul- 
taneously at both locations. 

The educator launched an investi- 
gation and discovered there were two 
Yojiro Sonodas, both with precisely the 
same name, the same age, the same 
clothes and—rather spookily—the 
same face. 

Teacher Sonoda turned out to be a 
pair of identical twins, maximizing the 
use of the qualifications of one of the 
brothers. Education officials announced 
that they intended to file fraud charges 
against both of them. “They looked 
almost exactly the same,” the Mainichi 
Shimbun reported. 

The curious thing is that this odd 
story was revealed at the same time that 
news emerged about another scam, 
also involving identical twins in the 
education sector. 

Xu Junior, aged five, went to school 
in Chongqing Municipality in south- 
west China on Monday. But on Tues- 
day, he appeared to have forgotten 
everything he learned and was spoon- 
fed a new selection of facts. On Wed- 
nesday, he remembered all the stuff he 
had learned on Monday, but had for- 
gotten the stuff he had been taught on 
Tuesday. On Thursday, he had Tues- 
day’s facts, but had forgotten Monday’s 
and Wednesday’s. 

This went on for six months, with 
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Schools for Scandal 


People say there’s a lack of creativity in education in Asia, but in fact people 
are wildly inventive in all the wrong areas 


teachers baffled about the child’s curiously 
selective, on-off memory. Until they 
learned that there were two Xu Juniors, 
another pair of identical twins. The par- 
ents eventually owned up to the decep- 
tion, explaining that they sent one child 
to school on odd-numbered days and one 
on even-numbered days. They did it to 
“save unnecessary expenditure,” accord- 
ing to the Chongqing Morning Post. 

Of course, one has to condemn par- 
ents who teach small children to prac- 
tise deceit just to save a few renminbi. But 
on the other hand, life is hard in Asia, and 
I’m sure this sort of thing has been going 
on for years, and not just in cases involv- 
ing identical twins. 

This columnist’s father was once 
invited to a university function in Ceylon 
(before it became Sri Lanka). He wanted 
to go, but owned no shirt or shoes. He 
had a friend who owned a Western-style 
shirt and another who had formal, black 
shoes. In the end the three men took 
turns, with each spending 90 minutes at 
the party, proudly bearing the invitation, 
the shirt and the shoes. 

By the end of the evening, the con- 
versations between guests and the three 
financially challenged interlopers were 
becoming bizarre: 

“Nice shirt. Funnily enough, I’ve 
noticed two guys in here with the same 
shirt tonight.” 

“Small world.” 

“Yes. And their shirts were also miss- 
ing the third button.” 

“You don't say?” 

“And their shirts had the same curry 
stains in the same spot.” 

“Well, I never.” 

Yes, you can forget all this stuff about 
Asians not being creative in school. You 
have to be incredibly innovative to sur- 
vive education in Asia. Especially since 
one’s “school years” can last for decades. 
In India recently, administrators at Ban- 
galore University discovered a mother 
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lode of students who had spent more 
than 20 years writing their doctoral the- 
ses. Some were well into their 40s, but 
had yet to complete their assignments. 
“Those who haven't completed doctor- 
ates even after 20 years have now been 
given a one-year deadline,” an official 
told The Times of India. 

At least these guys didn’t do what a 
lot of Japanese politicians have report- 
edly done—which is to lie about quali- 
fications they don't have. There’s been a 
spate of revelations in recent weeks 
about Japanese leaders whose curricula 
vitae are fictional. Some claim to have 
been to American universities that deny 
any knowledge of them. 

One politician's official bio-data claim 
he studied at the “Universtity [sic] of 
Southern California.” Sadly his studies 
did not include learning how to spell 
the word “university.” 

The standard of linguistic education 
in Asia may be low, but the standard of 
maths worries me even more. 

A school in China has adopted a 
scheme in which good marks are lent 
to students, and then demanded back at 
a high rate of interest. 


SAY HOW: Knowing 
this column’s interest 
in hybrid languages in 
Asia, reader James 
Ritchie pointed out 
that the name of this 
S É school in Sibu, 


ra Sarawak, suggests 
E 


F7 that one can actually 


learn Singlish at the 
school. | can imagine 
the lessons. “Write 
down 20-over times: 
Can-or-not-lah-is-it?” 


Children at the Penglai Road No. 2 
Primary School in the Huangpu district 
of Shanghai can borrow extra points to get 
them through difficult tests. But the rate 
of interest is 1o0%—so they need to pass 
the following test by a wide margin to pay 
off their loans. If they fail, their debt grows 
by 100% for each test they take. 

The worrisome thing about this is that 
anyone with junior-grade maths and a 
pencil should be able to work out that this 
is.a rate of interest that even a Macau loan 
shark would be ashamed of charging. If 
they have tests twice a week, the chil- 
dren of Penglai Road No. 2 Primary 
School could, by the year 2008, owe their 
teachers more marks than there are exam 
papers on this planet. Everyone in class 
would need to be working for two degrees 
at once just to service their grade-debt. 
The only way to do this would be to be 
in two places at once. They would need 
some of the Sonodas'’ tricks. 

I'd like to write more about education 
in Asia, but my son has just failed a Grade 
Three maths test and I need to see if I can 
fit into his school uniform before it’s time 
for the re-sit. Yes, creativity is what Asian 
education is all about. = 
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Books: INDIAN FICTION 


Harry Harrison/REVIEW 


India, From Inside and Out 


Samina Ali’s first novel shows she might eventually find her place beside the finest writers 


of the Indian diaspora, writes Mitali Saran 


‘THERE HAS ALWAYS BEEN a strong feminine component 
to India’s diaspora literature. In the beginning were Bharati 
Mukherjee, Anita Desai, Gita Mehta and Chitra Banerjee 
Divakaruni, who straddled the tradition like colossi while 
lesser beings came and went. Jhumpa Lahiri 

(The Interpreter of Maladies; The Namesake) is [Madras on 


Te Po A Rainy Days ] by 
the only recent significant addition to their goin. Ali. 


ranks. Now Samina Ali's debut novel, Madras Farrar, Straus and 


on Rainy Days, indicates that she may, one day, Giroux. $24 
take her place there, too. 

Layla, the novel's young multicultural pro- 
tagonist, drives a BMW in America’s Min- 
neapolis and is chauffeured around in purdah 
in India’s Hyderabad. She thinks in degrees 
Fahrenheit and speaks in Urdu. She’s used to 
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the disjuncts: “I had faced this all my life, the way each 
country held a moral stance over the other . . . the truth was 
that each place held allure for the other, a fascination and 
curiosity, an attraction and longing. They exchanged ham- 
burgers for chicken curry, combined Ayurvedic and modern 
medicine, and swapped yoga for aerobics.” 

Layla has reluctantly bowed to her parents’ wishes and 
agreed to wed the man they’ve chosen for her. But something 
has changed since her engagement to Sameer a year ago: Layla 
is pregnant by an American lover. It’s an unthinkable scandal 
in the context of a traditional Hyderabadi Muslim wedding, 
and she cannot bring herself to confess to her embittered, 
emotionally distant mother, or to her beloved cousin. Bewil- 
dered by her bleeding and nightmares, Layla’s family takes 
her to a healer to exorcise her demons. 
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That’s just the starting point—much more scan- 
dal awaits in the wings. Raga-be, the sweeper woman 
who performs black magic on Layla (and who 
speaks with a mystifying Caribbean cadence) is 

unable to stop the bleeding. After an event- 

ful wedding night, Layla moves into what 
she desperately wants to believe is the home 
she never had, and surprises herself by lik- 
ing it very much. She begins to fall in love 
with her handsome husband, and sets 
about being a dutiful wife and daughter- 
in-law. But her happiness is marred 
because Sameer refuses to consummate 
the marriage. 

It is during their honeymoon in 
Madras that the most damning secret 
between Layla and Sameer comes to 

light. And alongside that explosive reve- 
lation, the community around them goes 
up in flames as Hindu-Muslim riots erupt 
and tragedy strikes, forcing Layla to make 
a difficult choice. 

Ali writes with an assured pen, 
and with empathy for the particu- 
lar bind of the multicultural mis- 

fit. Layla’s identity crisis will strike 
a chord with anyone who has twin sets 
of roots, and her courage and fierce inde- 
pendence of mind are engaging, despite var- 
ious gripes—and there are some. Readers 
familiar with India, for example, will chafe at occa- 
sional mis-transliterations (chalu for chalo, or “come on”; 
ageeb for ajeeb, or “strange”). The narrator’s overwhelming 
self-awareness leaves little room for other characters to 
develop. The carefully crafted writing sometimes cries out for 
a little lively rumpling, and the dialogue is often stilted. 

Still, Ali explores cultural conditions with sensitivity, and 
mercifully does not over-exoticise. Her story is intriguing 
not for its surprises—it is in fact rather predictable—but 
because she is one of a rare breed of writers who take us into 
the closed world behind a Muslim woman's veil. Madras 
on Rainy Days is far from brilliant and far from perfect, 
but it’s eminently readable. At the very least it establishes 
Ali's ability, and holds out a promise for better things from 
her in future. 

If Ali is the outsider who steps into India, then Radhika 
Jha’s short story collection, The Elephant and the Maruti, is 
dominated by the eye of an insider who steps out. 

When Jha’s novel Smell was published in 1999, it was evi- 
dent that she was a gifted writer, but less clear whether she 
was a gifted novelist. Not only did her first novel lie in the 
shadow of Patrick Siiskind’s masterful Perfume, the plot 
simply did not have the stamina to last the length of the book. 
In The Elephant and the Maruti, the writing continues to 
delight, but the vehicle disappoints once more. 

Unlike the author's first effort, which was set in France, 
all but one of these six stories are Indian in subject, focus and 
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sensibility. They explore a cross-section of Indian society, from 
the socialite to the office worker to the labourer, in settings 
ranging from the capital, New Delhi, to the southern metrop- 
olis of Bangalore, to a village in the south. 

Jha’s fine eye for detail tends to overwhelm plot. In “The 
Wedding,” she writes of the showy nuptials of a New Delhi 
socialite with flair and deadpan humour, but fails to go beyond 
description. “Hope” suffers similarly: It details a New Delhi 
journalist's inspirational encounters with a leper, an electri- 
cian and a motorized-rickshaw driver, portraying the small 
daily miracles of survival in the big city. But Jha picks a weak 
peg on which to hang these interesting tales, and ends with 
a woefully inadequate twist. 

Other stories are more successful. “Beauty,” in which a 
plain-Jane schoolgirl’s meditations on beauty are sharpened 
and tested, depicts the loss of innocence delicately. By 
restricting itself to a smaller cast of characters and one 
point of view, it achieves a fullness that the other stories lack. 
In the title piece, an exchange at a busy New Delhi inter- 
section sets in motion a series of events that overturn the 
life of a young parking-lot attendant and 
expose the criminal elements that organ- 
ize ordinary lives. The story moves 
with the energy of a Slinky coil, a relent- 
less progression of cause and effect 
powered by the unpredictable sparks of 
human behaviour. And, in a collection 
marked by weak endings, this one has 
a pleasing symmetry. 

For sheer tale-telling, “Sleepers” is 
probably the best piece: A spooky story in [ The Elephant and 
which a civil servant comes toa neglected the Maruti: Stories ] 
village in southern India to find a bizarre by Radhika Jha. 
conflict being played out. It has a meas- Penguin Books India. 
ure of suspense, and an apocalyptic cli- 250 rupees ($5.50) 
max that reflects something of the 
unthinkably outrageous events that daily make news in India. 
One wishes Jha could swing this more often. 

The collection ends with “The Cook,” a moving portrait 
of a French chef’s senility and paranoia as he struggles 
with his fading career. There is a tenderness and psycho- 
logical acuity in this story that sets it apart, but you could 
be forgiven for wondering what on earth it’s doing in this vol- 
ume of Indian tales. 

On the whole, The Elephant and the Maruti suffers from a 
slight Smell hangover, with some passages seemingly plucked 
straight from that novel; but it suffers more from a canvas 
too tight for the scope of its ambitions. Too many characters 
crowd too few pages—a bit like India itself, perhaps—with the 
result that while the information is often desperately inter- 
esting, the form is inadequate. Jha shows literary virtuosity, 
with a flawless command of language, a talent for compelling 
vignettes and sensitivity to the heroism of ordinary men. But 
her gifts may be best suited to essays or journalistic features. 
Those who have written the obituary of the short story as a 
literary form will view this merely as Jha’s stab at it. = 

Mitali Saran is a writer based in New Delhi 
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ON A ROLL: Hu Jintao (centre) takes time out to meet the masses 


Home and Away 


It’s humble dumplings in China but lavish banquets abroad 
for the new generation of leaders in Beijing 
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NOT sO LONG AGO, China’s communist oli- 
garchs ate better than anyone else in the country. 
The evidence was plain to see: In a country where 
millions went—and still go—hungry, Mao Zedong 
and recently retired President Jiang Zemin both 
carried around impressive paunches. 

These days, there’s a new look for China’s 
leaders: lean. And not just when it comes to 
watching their waistlines. 

On the eve of Lunar New Year last month, 
Communist Party chief and President Hu Jintao 
prepared and ate steamed dumplings with villagers 
in Hebei province. The previous year, his No. 2, 
Premier Wen Jiabao, ate dumplings with coal min- 
ers hundreds of metres below the surface in Liaon- 
ing province. Both events were widely covered in 
state media and lent credence to earlier reports that 
Hu had stunned cadres on his first visit to the 
countryside as president by insisting that they pay 
for their own lunches. 

The ordinary people, it seems, are never far 
from Hus heart. As he told party cadres last July, 
“There’s no such thing as a small matter when it 
comes to the interests of the masses.” 

Until, that is, he goes overseas. Hu may cleave 
to the grass roots at home in an effort to distinguish 
himself from the grander image cultivated by Jiang, 
but when he’s away he’s welcomed onto heights 
of political respectability that Jiang never attained. 

Since taking office, Hu has addressed parlia- 
ments in two major Western democracies: Aus- 
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tralia and France. In Canberra, the bulk of Aus- 
tralia’s parliamentarians showed up and gave Hu 
a polite hearing, even when the unelected presi- 
dent of China hinted in his address that Chinese 
settlers had been in Australia hundreds of years 
before the Europeans arrived. 

Contrast that with the reception given the pre- 
vious day to George W. Bush, when two senators 
were ordered from the chamber for heckling the 
elected president of the United States. 

Things got even better for Hu in France last 
month, where President Jacques Chirac allowed 
China to reign on his parade with a Lunar New 
Year extravaganza on the Champs Elysées just 
ahead of Hu’s arrival. In what the left-wing 
Libération daily condemned as “a triple prostra- 
tion’—or kowtow—the Eiffel Tower was decked 
out in red lights to mark the “Year of China in 
France” while Chirac criticized Taiwan's govern- 
ment and called on the European Union to end its 
arms embargo on China, imposed after the 1989 
Tiananmen Square Massacre. Add in a lavish ban- 
quet, and France set the bar high for other coun- 
tries in their efforts to entertain China’s leaders. 

Not that they haven't been trying. Bush—still 
waiting for an invitation to address France’s national 
assembly—late last year treated Premier Wen to a 
lavish military spectacle on the White House lawn. 
Secretary of State Colin Powell hosted a banquet. No 
dumplings were served. 

All this contrasts with the steady downplay- 
ing of ceremony back in China, and not just at meal 
times. The new administration has abandoned the 
traditional long summer retreat at the coastal resort 
of Beidaihe. Officials stay in Beijing instead to 
work. Also gone is the ceremony of waving off sen- 
ior leaders at the airport. And reporting of offi- 
cial engagements has been taken off the front 
pages, unless it really is important. 

If this modesty at home is intended by Hu and 
Wen to emphasise the difference between them 
and their predecessors. what explains the adu- 
lation abroad? 

Partly it’s because the restraint exercised by 
Western governments towards Jiang and his 
No. 2, Li Peng, both tainted by association with 
the Tiananmen Square Massacre, is no longer in 
place. Li is believed to be one of those who ordered 
the troops to act against the demonstrators, while 
Jiang’s political rise came in the wake of the sup- 
pression of the student-led movement. 

Mostly, though, it is a reflection of the rapid 
evolution in China’s standing as an economic and 
diplomatic power in the past year or two. Main- 
taining that ascent will not be easy. After all as Mao 
said, “a revolution is not a dinner party.” 

DAVID MURPHY 
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Dow Jones & Conipany is the world’s premier publisher of 
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Based in Hong Kong and reporting directly to the Managing 
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department, managing all circulation sales, marketing and 
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leading financial and business news companies. 
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ALAN MCGINNIS, Tenzing.Communications 


How to Take On Goliath 4] 


If you’re a David competing against Goliath and offering a service new to the market, 
make sure you take small steps first before trying to take flight 


WHEN ALAN MCGINNIS became chief 
executive of Tenzing Communications in the 
autumn of 2002, the company was at a crucial 
stage in the development of its e-mail service for 
airline passengers. 

The small Seattle-based firm had already told 
potential airline customers that it was develop- 
ing a full service—from technical installation to 
billing to marketing—and that all they’d need to 
do was sign a contract. But its costs were high and 
a new rival, giant United States aircraft-maker Boe- 
ing, was emerging with far more capital, indus- 
try clout and a grander product vision. Worse, with 
stockmarkets for tech and telecoms issues still in 
the doldrums, the potential for new capital from 
a public offering wasn't available. 

McGinnis, who had joined Tenzing’s 
board in 2001, had seen a similar situation 
before at another Seattle company: Micro- 
soft. In the mid-1990s, he worked in Micro- 
soft’s fledgling Internet division, which was 
trying to build a full-scale broadband 
service with video on demand and 
other futuristic features. Mean- 
while, companies like America 
Online made dial-up service 
attractive and grew hugely as 
consumers embraced the tech- 
nology of the moment. 

McGinnis learned his lesson 
from Microsoft. He and other 
board members decided that 
given the cost pressures, Tenz- 
ing needed to scrap its own 
grand visions. Co-founders David 
Coe and David Lowe, Australians 
who moved the firm to the U.S. 
to take advantage of aviation- 
electronics, or avionics, expertise 
there, asked McGinnis to lead 
the overhaul. 

Shortly after McGinnis be- 
came CEO, Tenzing laid off half 
of its staff of 200, stopped devel- 
oping its own billing engine and 
decided not to be the public face of 
its service. Instead, it would allow 
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airlines to put their own brand on the e-mail service and partner 
with telecoms firms and Internet-service providers for Internet 
access and billing. 

“I tried to get the company then to focus on our core expert- 
ise, which was software development and this unique integration 
of software into this avionics environment,” McGinnis says. 

Some potential customers, such as Singapore Airlines, bowed 
out after Tenzing decided not to offer the soup-to-nuts deal. Hong 
Kong-based Cathay Pacific Airways, on the other hand, became 
an investor and Tenzing’s first big-name account. For the Cathay 
deal, Tenzing partnered with PCCW, the leading provider of tele- 
coms and Internet services in Hong Kong, for billing and access 
support. When Cathay launched its e-mail service, any of PCCW’s 
1.2 million Internet-service subscribers on a Cathay flight could 
instantly log on using existing user names and passwords. 

Last year, Tenzing added three U.S. airlines—United, Con- 
tinental and U.S. Air—to its roster. With each one, its tech- 
nical approach differed, depending on the existing airborne 
voice-phone service. For instance, United passengers con- 
nect by plugging their laptops into the aircraft phones placed 
in every other seat. On Cathay, passengers connect to a local- 
area network Tenzing installed in the aircraft. In both 
instances, e-mail is exchanged every 10-15 min- 
utes as a flight proceeds. Rates vary, but pas- 
sengers pay about $15-20 a flight for the 
e-mail service. 
Eventually, Tenzing will offer Web-surf- 
ing and wireless connections on aircraft. 
Boeing is preparing to test its Connex- 
ion by Boeing, which will allow both 
e-mail and Web-surfing, on Germany’s 
Lufthansa this spring. 
McGinnis says the step-by- 
step technological approach 
is one reason that Tenz- 
ing’s service is off the 
ground, now available in 
more than 900 com- 
mercial aircraft, rather 
than mired in the exper- 
imental stage. 
But he says Tenzing’s 
business model is still evolv- 
ing. “I’m very happy with 
how it’s coming along, but 
the jury is out,” he adds. 
EVAN RAMSTAD 
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_ MIND THE TONE 
_ Your article Wasteful Transfusion [Jan. 
_ 22] on China's bank bailout drama is 
_ truly impressive: detailed analysis of 
_ the data, balanced reporting and so on. 
_ However, the last sentence of your arti- 
cle, with wording suchas “communist 
past,” annoyed me, and by no means 
. because of my political convictions for 
or against anything, - 
= > Given the trademark down-to- 
_earth, no-nonsense, crisply worded 
approach of the Review to any story, 
with or without a political dimension, 
_ L found the “communist past” end note 
_ almost farcical. Certainly the Review 
` should find such a tone dispensable. 
ae NICK XIAO 
Beijing 











CHINESE INACTION 
_ Marcus Noland’s otherwise perceptive 
_ article, Pyongyang’s Tightrope-Walker 
[The sth Column, Feb. 19], misinter- 
-prets the current situation regarding 
-North Korean refugees in China. 
_ Noland suggests that China is holding 
“full cooperation with the United States’ 
political agenda towards North Korea 
hostage to receiving funding for tem- 
porary resettlement camps for North 
Koreans in China. And that further- 
more, the current American legislative 
efforts addressing this issue are 
focused exclusively on “minor immi- 
gration-law changes.” 

The North Korea Freedom Act in 
fact contains a provision for gener- 
ous funding of camps and other mate- 
rial support to North Korean refugees 
in China: $20 million per year. The 
problem is that China has given no 

indication that it would be willing to 
_ see.refugee camps established in the 
border area. China would certainly 
-view such camps as creating a pull fac- 
_tor that would provoke the very flood 
of refugees that its leaders fear. Further, 
-even though it is a signatory to the 1951 
Convention on the Status of Refugees 
_and is a member of the executive com- 
‘mittee of the Office of the United 
‘Nations High Commissioner for 
Refugees, China prevents UNHCR 
staff from visiting the border area and 
assessing the status of North Korean 
asylum seekers. 
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To date, the Chinese ha 
all official efforts to provide pkotegtion 
and material support to North ¥ oon 
refugees. Given this hardline att 


it is unrealistic to expect that offers of "=" 


U.S. financial assistance, even the 

North Korea Freedom Act’s generous 

provisions for expedited resettlement 

and the establishment of refugee 

camps, will have any practical impact 

on vulnerable North Koreans fleeing 

political repression and economic dep- 
rivation in their homeland. 

JOEL R. CHARNY 

Vice-President for Policy 

Refugees International 

Washington 


Why Nor a Loan? 

I read with interest the article by for- 
mer Thai Foreign Minister Surin Pit- 
suwan on the resentment of Muslims 
in southern Thailand towards the cen- 
tre [Developing Thailand's South, The 
5th Column, Feb. 12]. On the matter of 
Muslims being unable to accept loans 
because it is against the Islamic reli- 
gion to accept or pay interest, | wonder 
about the distinction between an indi- 
vidual and an entity such as a village, 
state or country. If no differentiation 
is made, surely no bank can provide 
loans to Muslim countries, nor can 
Muslim countries accept these. 


NARAYAN NIMBKAR 
Hanover, Massachusetts 


CORRECTIONS 

In Making the Whole World Listen 
[Feb. 26], we published a graph showing 
contract-revenue growth for Huawei Tech- 
nologies that incorrectly transposed inter- 
national and domestic revenue. What 
was shown as international revenue was 
in fact domestic revenue and vice versa. 


In Chinese Firm Hits a Glass Ceiling in 
South Carolina [Feb. 19], we should not 
have stated that punitive tariffs against 
Fuyao Glass Industry Group were imposed 
retroactive to 1998. The tariffs, which took 
effect in 2002, were not retroactive. 
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BEHIND MALAYSIA’S CORRUPTION DRIVE 

Malaysian Premier Abdullah Ahmad Badawi has 

been talking about cleaning up government since 

he took office. Now it seems it’s not just about 

votes. Here’s a look at what’s driving the campaign Fine style 
TOUGH TRADE TALKS: Negotiations on a U.S.-Thai in Asia Life 
free-trade agreement start in June. Contentious page 51 
issues such as agriculture could hamper progress 
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OPPOSITION SURGE: As elections approach rapidly 

in Indonesia, President Megawati’s once-powerful 

party has lost its edge. What happened? 
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Taiwanese Prepare to Vote Chen Shui-bian has 


acted imprudently, but why isn’t there stronger condemnation of China for its reaction? 


IN JUST UNDER A MONTH, Taiwanese will go to the polls 
to elect a president. Incumbent Chen Shui-bian has been playing 
a dangerous game by proposing a referendum for the same day 
as the presidential polls. It is transparently a means of gaining 
support for his re-election, and this is reckless. But when the 
United States chastises Mr. Chen for his plans, it may also be 
giving the unfortunate impression that it sees Taiwan as a special 
case among democratic societies, one that curiously has no 
-` right to hold referendums. Why? Because this might provoke 
China, which believes that a referendum on even the most inno- 
cent of matters will inexorably lead to one on independence. 
Taiwan needed to be cautioned on the need for prudence, 
but this should not have sent a message to communist China that 
threats towards a democratic society are acceptable. Yet when U.S. 
Deputy Secretary of State Richard Armitage spoke in Beijing in 
late January, he gave the Chinese reason to interpret America as 
willing to “understand the importance and sensitivity of the Taiwan 
issue”—which was how Xinhua read his remarks. We'd have 
thought that the position of Mr. Armitage’s State Department was 
to support Taiwan's democracy, and advise care to avoid provo- 
cations that might spiral out of control. This is not be the same as 
“understanding” China’s territorial ambitions. 


And as far as understanding is concerned, China could lessen. 
tension if it were to attempt to better appreciate the very people. 
it has designs over. As our Jason Dean reports this week (see 
article on page 24), opinion polls and the weight of evidence on. 
Taiwan streets show that more people today see themselves as © 
“Taiwanese” than “Chinese,” and want little to do with Beijing. 
So why does China press its case so frighteningly? Because 
communists have never cared to heed popular sentiment. 

However one views Mr. Chers referendum, there is no doubt 
that he understands the dynamics of representative government. 
He is a democrat, and it is possible to disagree with him in a 
democratic context. More troubling than Mr. Chen's gambit is 
why China’s reaction has received far less than its fair share of 
condemnation. While Mr. Chen is chided, China’s threats are 
seen as expected and normal. This only encourages Beijing’s 
belief of its right to act in a bellicose manner, and that it is the 
responsibility of everyone else to avoid angering China. 

We'd do well to remind ourselves who the democrats are 
in the region, despite their shortcomings. Taiwan heads for 
the polls with its democracy intact, and one a little more mature 
for the drama of the past months. If only we could say half as 
much about China. © 


Bring B ack D DT Indonesia faces dengue fever—but malaria lurks 


YOU MAY be forgiven for thinking that 
the greatest public-health crises in Asia 
are bird flu and Sars. The truth is, the 
regions most worrying health concerns 
are mosquito-borne diseases. And right 
now, there’s no sadder example than in 
Indonesia, which is fighting a major 
outbreak of dengue fever. But as severe as 
this outbreak is, a more persistent worry 
is malaria, a scourge that but for the 
pervasiveness of environmental politics 
could be better controlled. 

As of last Monday, at least 222 people 
in Indonesia have died from dengue fever 
since the start of the year. In the same 
period, over 11,000 people have been 
infected. Both numbers will have risen by 
the time you read this. Still, dengue fever 
in Indonesia peaks in cycles of about five 
years, and the current outbreak is at the 
top of that cycle. We can at least expect the 
outbreak eventually to taper off—even if 


more will die before that happens. Malaria, 
however, is a problem year in and year out. 

The dengue-causing mosquito is best 
controlled by removing its breeding 
grounds—pools of water near houses, the 
water-filled ant-traps used inside homes, 
and so on. Malarial mosquitoes, however, 
are more difficult to deal with. They can 
breed in deforested areas, for example, 
where you can't hope to remove every 
pool of water. But the mosquito can be 
prevented from entering dwellings to bite 
humans. And the best way of doing this 
is with DDT. 

To be sure, no one advocates DDT as 
a crop pesticide because of the acknowl- 
edged danger it poses to wildlife. But it is 
safe if sprayed indoors on walls and beams 
in small amounts as a pesticide and repel- 
lent, and has no proven health danger for 
humans. Nevertheless, that hasrit stopped 
DDT from becoming the most reviled 


pesticide among environmentalists, a 
revulsion that borders on religious faith. 

A decade ago, Indonesia succumbed 
to pressure from donor groups to aban- 
don DDT for more expensive alternatives. 
But the 1997 Asian Crisis severely taxed 
Indonesia's ability to pay for such pesti- 
cides. Malaria subsequently raged. The 
World Health Organization estimates that 
Indonesia had 3.4 million cases in 2000. 

The point is that poor countries need 
affordable ways to control mosquitoes that 
pass on diseases. But from Africa to Asia, 
there is pressure to forgo the most 
effective means of fighting malarial 
mosquitoes—-when ironically it was DDT 
that wiped out mosquito-borne diseases 
in America and elsewhere in the West 
after World War H. 

People are dying. It’s time to put 
DDT firmly back in our arsenal against 
malaria. = 
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| Intelligence 


Linking Aid to 
Nuclear Scandal 


Pakistan's handling of its nuclear-proliferation scandal could 
hamper United States government efforts to get Congress 
to approve a $3 billion aid package for Islamabad. Doug 
Bereuter, a ranking Republican on the U.S. House of Rep- 
resentatives’ International Relations Committee, believes 
Washington should insist on direct access to the father of 
Pakistan's nuclear-weapons programme, Abdul Qadeer Khan, 
who earlier this year admitted selling nuclear technology to 
Iran, North Korea and Libya. “Then I think you'd ease some 
of the concerns that people on Capitol Hill and the adminis- 
tration have about Pakistan,” says Bereuter. Khan has been 
pardoned by Pakistan's President Pervez Musharraf, who has 
said that Islamabad alone will investigate the physicist’s activ- 
ities and inform the Americans of its findings. But Bereuter 
says this would raise “a question of credibility” about whether 
the U.S. would “be able to track who some of the suppliers 
were.” He adds that Musharraf “can demonstrate that he’s 
clearly on our side by giving us direct access to Mr. Khan.” 
This, Bereuter says, would ease concerns on Capitol Hill 
and make it easier for Congress to approve the $3 billion 
aid package promised to Musharraf as a reward for his help 
in the U.S.-led war on terrorism. 


Honc KONG NEWSPAPER’s WOES 

Hong Kong’s press freedom may have survived last year’s 
official attempts to legislate stiffer security laws, but Beijing 
is now accused of telling pro-China businesses and main- 
land property developers to avoid advertising with its most 
outspoken media critics in the territory. An executive at Next 


Bobby Yip/Reuters 


PROTEST AFTERMATH: Political pressure hits Hong Kong media 
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Media Group, which publishes Apple Daily, a fierce advocate 
of more democracy for Hong Kong, says several major 
local companies have stopped advertising in the paper in the 
past four to six months. The executive believes the adver- 
tising was halted for political reasons. He also claims that 
Beijing has instructed mainland-based property develop- 
ers not to advertise with the paper. Mainland officials in 
Hong Kong had not responded to questions before the 
REVIEW went to press. An executive from another Hong Kong 
paper sometimes critical of the government, Ming Pao, 
says it is not unusual for companies that don't like what's 
being printed to pull ads from publications. But he adds that 
they usually come back. 


TarwaN Po ts TELL PART OF THE STORY 
Taiwanese President Chen Shui-bian might be faring better 
in his re-election fight than many polls suggest. Chen is 
definitely in a tough race—even the latest public-opinion poll 
by his own Democratic Progressive Party (DPP) on Febru- 
ary 20 shows him leading Lien Chan of the Kuomintang, 
by only 1.7 percentage points. Surveys by the United Daily 
News and the China Times, and by the TVBS cable-news 
channel, have recently shown Chen behind by five or more 
percentage points. But some experts say these polls may be 
misleading. For one thing, many DPP backers distrust these 
media organizations, whose owners have traditionally backed 
the KMT. Some therefore refuse to cooperate, meaning 
they may account for more of the “undecided” voters, who 
made up 19% of respondents in the latest TVBS poll. Or they 
may be more likely to hang up the phone, which occurred 
with 7% of those TVBS reached last time. Yu Ching-hsin, a 
researcher at Taipei’s nonpartisan Election Study Centre, 
notes also that many polls are done during the evening, a bad 
time for two key DPP constituencies: people aged 20-29, who 
are often out then; and people aged 50 and over, who are less 
likely to answer the phone at night. “You have to be careful 
with these polls,” says Yu. 


Troops TO STAY AT FREEPORT’S PAPUA MINE 

The Indonesian armed forces have quietly dropped a plan 
to pull a 550-strong task force out of a giant United States- 
operated copper-and-gold mine in Papua province. The turn- 
around came at the urging of army chief of staff Gen. 
Ryamizard Ryacudu and underscores his difficult relation- 
ship with armed-forces commander Gen. Endriartono Sutarto, 
according to sources close to the military. Sutarto announced 
in November that he was seeking government approval for 
the troop withdrawal, apparently because he no longer wanted 
the army to be perceived as a mercenary force in the pay of 
foreign companies—even if mining contracts give the mili- 
tary the right to protect national assets. Louisiana-based 
Freeport McMoRan provides the military with about $6 mil- 
lion a year to protect its high-altitude Grasberg mine, but 
the company insists that about 80% of that goes toward food, 
medical and other welfare expenses. Meanwhile, Freeport has 
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re-hired former chief mine-safety officer John Kaylor to advise 
on stabilizing the Grasberg pit following landslides in Octo- 
ber and December that have disrupted operations. Kaylor’s 
job was terminated about two years ago as part of a localiza- 
tion programme and he had been working for the U.S. Inte- 
rior Department in Washington. The landslides were the first 
Freeport had experienced in 15 years of mining at Grasberg. 
Kaylor was well known at Freeport for his no-nonsense 
approach to safety issues. 


INDONESIA GROUP TO Boost CLOUT 

In an effort to strengthen Jakarta’s voice in Washington, a 
United States lawmaker is recruiting members of Congress 
for a new Indonesia Caucus. “The U.S. has the ability to 
support democratization in Indonesia by assisting in sev- 
eral key areas, including education, internal security, economic 
governance and strengthening parliament,” Dan Burton, a 
Republican member of the House of Representatives’ Inter- 
national Relations Committee, said in a February 13 press 
release announcing the caucus. The formation of the group- 
ing, which will be chaired by Burton, follows Jakarta’s recent 
decision to hire former Senate majority leader Bob Dole as 
a lobbyist to represent Indonesia’s interests in Washington. 
Although there’s strong support in Washington for Jakarta’s 
moves toward democracy, Congress voted again recently to 
block the restoration of military aid to Indonesia until it 
addresses human-rights abuses by the army. Other Asian 
countries that have congressional caucuses promoting their 
cause in Washington include Taiwan and India. A caucus 
for Thailand, which will later this year begin negotiating a 
free-trade agreement with Washington, is expected to be 
announced in March. 


CAMBODIA'S FRIGHTENED FALUN GONG 
Cambodia’s small number of Falun Gong devotees fear immi- 
nent persecution by the government. “We are scared. We worry 
about the Chinese embassy in Cambodia and what they might 
think,” Falun Gong adherent Meas Samnang tells the REVIEW 
in Phnom Penh. Cambodia’s Minister of Cults and Religions 
Chea Savoeun does little to allay these fears. “What the Chi- 
nese government doesn't like, we must still consider,” warns 
the official, while adding that the spiritual movement has 
not contacted his ministry for permission to practise. “If 
they contact us, we will consider registering the Falun Gong.” 
The Chinese Embassy could not be reached by telephone. Cam- 
bodia has in the past deported a number of foreign religious 
dissidents, including two Falun Gong members, even though 
they were recognized as refugees by the United Nations. The 
number of Falun Gong adherents in Cambodia remains small. 
“Usually there are about ro of us practising in public each 
morning, but sometimes more. There are maybe 20 of us alto- 
gether,” says Meas Samnang, adding that many more Cam- 
bodians simply like performing Falun Gong meditational exer- 
cises. Chinese-speaking practitioners are translating Falun 
Gong literature into Khmer. 
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GATHERING SUP- 
PORT: Congressman 
Burton wants to 
push Indonesia’s 
case in Washington 
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Merger Looms for Giant Japanese Drug Makers 


Two of Japan's top five pharmaceutical compa- 
nies are to merge to become the country’s sec- 
ond-largest drug maker. It is hoped that the new 
entity will have the muscle to compete in an 
increasingly consolidated industry globally. 
Yamanouchi, the country’s third-largest drug 
company, said it would buy fifth-ranked Fujisawa 
in a share transaction worth $7.75 billion. Ana- 
lysts said that the deal could spur similar merg- 
ers in Japan as the pharmaceutical industry con- 
solidates further. Japan has seen a couple of pro- 
posed such merger 
agreements fall 
through in the past 
three years, and if 
the Yamanouchi- 
Fujisawa deal goes 
as planned, it will 
be the first of its 
kind to be com- 
pleted there. 


Reuters 


MERGER: One less label in Japan 





PAKISTAN-INDIA 


Pakistan and India concluded a 
landmark meeting with agreement 
on an aggressive timetable for 
talks focused on resolving a long- 
standing dispute over who should 
control Kashmir. The talks are also 
expected to cover such issues as 
combating terrorism and promot- 
ing trade. The proposed discus- 
sions, to include talks between 
military personnel, diplomats and 
economic officials, are to conclude 
in August when foreign ministers 
will meet to review progress. “We 
do have a basic road map for a 
Pakistan-India peace process to 
which we both agree,” said 
Pakistani’s Foreign Secretary Riza 
Khokhar. Significantly, the two 
sides agreed to a relatively broad 
agenda for the upcoming meet- 





ings. Previous peace initiatives had 
foundered on that issue. The most 
recent talks followed a meeting in 
January between India’s Prime 
Minister Atal Behari Vajpayee and 
Pakistan’s President Pervez 
Musharraf, during which the 
leaders pledged to resolve their 
countries’ differences peacefully. 


NEW FRIENDS: Diplomats toast progress 
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NORTH KOREA 


A meeting aimed at 
resolving a 17-month 
crisis over North Korea’s 
nuclear-weapons capabil- 
ity and development 
programme started in 
Beijing with few signs 
that the main protago- 
nists, Pyongyang and 
Washington, were back- 
ing down from hardline 
positions. Participants 
made two-minute open- 
ing statements for the 
media as the talks began 
on February 25, and then 
the doors were closed so 
that substantive discus- 
sions could begin. There 
had been some signs of 
flexibility in advance of 
the talks, though hopes 
for any kind of break- 
through are slim. 


MALAYSIA 


Prime Minister Abdullah 
Ahmed Badawi rejected 
allegations from political 
opponents that a police 
investigation into the 
trafficking of centrifuge 
parts to Libya had been 
deliberately sanitized to 
protect his son. Abdullah 
said that he didn’t expect 
the United States to 
impose any sanctions 








THE THAI government 
still plans to proceed 
with its much-vaunted 
privatization of the 
Electricity Generating 
Authority of Thailand 
despite protests by 
thousands of the 
company’s employees. 
One union official said 
his organization 
couldn’t say what woul: 
happen if the govern- 
ment didn’t suspend 
privatizations of state 
enterprises. “If we lose 
our patience, anything 
is possible,” said the 
president of the 
employees’ union. 


against Malaysia in 
connection with Pakistani 
nuclear scientist Abdul 
Qadeer Khan’s illicit sales 
of nuclear-related items 
to North Korea and Libya. 


SINGAPORE 


Tycoon Khoo Teck Puat 
died of a heart attack at 
the age of 86, and the 
fate of Standard Char- 
tered Bank, of which 
Khoo was the largest 
single shareholder with 
13.4%, was immediately 
thrown into doubt. The 
Malaysian-born business- 
man, called Singapore’s 
richest man by Forbes 
magazine, was one of 
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three people who rescued 
the bank in 1986 by 
buying 37% of it. Khoo 
founded Malayan Banking 
in Malaysia in 1960 and 
was a well-known hote- 
lier, financier and prop- 
erty investor. Standard 
Chartered, based in 
London but with the bulk 
of its business in Asia, 
Africa and the Middle 
East, is considered a 
prime takeover target. 


The government’s 
investment holding 
company, Temasek, is in 
talks to buy 30% of 
Alliance Bank, the sec- 
ond-smallest of 
Malaysia’s 10 banks, from 
a company whose key 
investors includes former 
Finance Minister Daim 
Zainuddin. The Malaysian 
government has report- 
edly given its permission 
for negotiations to 
proceed for the sale of 
30% of Malaysian Planta- 
tions, which would give 
Temasek an equivalent 
share in Alliance. Sources 
that that a 30% stake in 
the bank would cost 
about $230 million. 


PAKISTAN 


Using fresh intelligence 
and aided by American 
troops, Pakistan launched 
a military operation 





against “foreign terror- 
ists” in the country’s 
northwest along its 
border with Afghanistan. 
Pakistani troops report- 
edly blew up several 
suspected terrorist 
hideouts with the help of 
helicopter gunships. 
Pakistani officials said 
that they were co- 
ordinating their attack 
with one by United States 
troops on the Afghan side 
of the border. 


Timber tycoon and 
former Suharto crony 
Mohamad Bob Hasan was 
released from prison 





HASAN: Released early 


early after serving four 
years of a six-year 
sentence for corruption. 
Hasan, 73, was convicted 
of cheating the govern- 
ment of $75 million on a 


ASSAULT: Pakistan launches an attack on terrorists 


March 4, 2004 





div 


sanay 


project that would 
purportedly provide 
satellite mapping of 
forests. Hasan was 
reportedly released on 
parole in part because he 
showed a good example 
in prison by organizing a 
business in which 
inmates turned volcanic 
rock into jewellery for 
sale to tourists. 


The death toll from an 
outbreak of dengue fever 
in Indonesia that started 
in the middle of January 
has risen to more than 
245, according to the 
Ministry of Health. More 
than 13,000 people have 
been infected by the 
mosquito-borne virus, 
said authorities. The 
ministry said that the 
current outbreak was 
“extraordinary” because 
the number of infections 
is more than double that 
from the same period 
last year. 


UNEMPLOYMENT 


Joblessness in Taiwan fell 
to 4.53% in January, the 
government reported. 
The rate was the lowest 
in Taiwan in two-and-a- 
half years. 





Hong Kong’s unemploy- 
ment held steady at 7.3% 
in January, a disappoint- 
ment because analysts 
had expected the rate to 
continue falling for the 
sixth consecutive month. 
“This is a reality check for 
the past six months,” said 
one economist. 


Unemployment in South 
Korea fell to its lowest 
level in nine months in 
January. The seasonally 
adjusted rate fell to 3.3% 
from 3.5% in December. 


SPOTLIGHT 
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NEW ERA: Korean banking is changing 


ENTER CITIGROUP 
Citigroup, the world’s largest financial services 
company, this week launched a foray into the 
Korean banking sector, unveiling plans to buy 
KorAm Bank. In the largest-ever foreign direct 
investment in Korea, Citigroup will pay American 
venture-capital investor Carlyle Group and its 
partner, JPMorgan, $2.7 billion for just over a third 
of Korea’s sixth-biggest lender. Citigroup plans 
to buy the remainder later. 

Applauding Citigroup’s move, industry ex- 
perts say it represents a purchase by a strategic 
investor committed to the long-term health of 
Korean banking. In contrast, banking acquisitions 
by mainly U.S. private investment funds like Car- 
lyle and Newbridge Capital in the aftermath of the 
1997 financial crisis had earlier stirred a tinge 
of xenophobia in the country. Some government 
officials and domestic lenders warned that the 
U.S. companies were pursuing short-term returns 
and showing little concern for the stability of 
the country’s financial system. 

Analysts say Citigroup’s intended buyout of 
KorAm should be a boost for both competition 
and efficiency in the beleaguered banking sec- 
tor. Korean banks have struggled to improve prof- 
its seriously dented by recent disasters in credit- 
card lending. 

Foreign investors have shown keen interest 
in an industry that was once a closed shop. After 
the Asian financial crisis forced changes to 
Korea’s foreign-investment rules, foreign-invest- 
ment dollars have poured into financial services. 
Foreigners now own 38.6% of local banking. 

Kim Jung Min 
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MALAYSIA 


Abdullah Gains in 
Corruption Fight 


Prime Minister Abdullah has launched an anti-corruption campaign and by all 


indications he means business. It’s a popular move, but with an election down the road 
there are questions as to how far he’ll go and whether his party will revolt 


By Leslie Lopez/ KUALA LUMPUR 





Jimin Lai/ AFP 


THREE CHEERS: Abdullah’s supporters rally in Penang 
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WHEN PRIME MINISTER Abdullah 
Ahmad Badawi began talking about com- 
bating corruption in the first weeks of his 
premiership, sceptics dismissed it as slo- 
ganeering ahead of national elections. 

Now, as businessmen and politicians 
struggle to come to grips with the arrests 
in February of a prominent businessman 
and a sitting cabinet minister on charges 
of corruption, the talk in Kuala Lumpur 
is about who may be next. 

Never before have Malaysia’s clubby 
corporate and business establishments 
been so much on edge. Long used to gen- 
tle raps on the knuckles for corporate 
malfeasance, businessmen and politicians 
are realizing that Abdullah means busi- 
ness. “Everyone with a skeleton is feeling 
the heat,” says a senior Abdullah aide. 

The aide says the anti-graft drive is 
continuing and more high-profile cases, 
including charges against several senior 
politicians, can be expected in coming 
months. The drive is all the more con- 
tentious as Abdullah's new administration 
heads into general elections widely 
expected to be called soon. 

The question remains whether the 
vested interests within Abdullah's own rul- 
ing United Malays National Organization, 
or Umno, will lash back, or be silenced by 
the threat of recrimination. Long accus- 
tomed to patronage in the form of con- 
tracts and licences from the government 
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THE HUNTER AND THE HUNTED: Abdullah (/eft) and two men charged with corruption, Kasitah Gaddam and Eric Chia 


in return for political support, the war- 
lords of Umno could work against the 
party in the coming elections. 

Some political analysts also believe 
that a poor showing in crucial ethnic 
Malay-belt states, such as Kedah, would 
seriously hurt Abdullah’s prestige in 
Umno, or even worse, open him to a chal- 
lenge for the presidency when the party 
holds its own elections later this year. 

Aides and key supporters of Abdullah 
acknowledge that their boss is walking a 
political tightrope. But they say that the 
strong public support for the anti-graft 
drive strengthens Abdullah's hand as he 
heads for the polls. 

Some opposition politicians agree. 
“The new PM’s anti-corruption drive is 
populist and is making it very difficult for 
us this time around,” says Lim Kit Siang 
of the Democratic Action Party. 

In the elections in 1999, opposition 
parties made strong showings on the back 
of public anger over the jailing of charis- 
matic former Deputy Premier Anwar 
Ibrahim. This time, analysts and opposi- 
tion leaders say, sentiment is turning in 
favour of the government, particularly 
because of Abdullah's reform policies. 

The corruption charges against Eric 
Chia, who once headed the national steel 
company, Perwaja Steel, and Land and 
Cooperative Development Minister 
Kasitah Gaddam, have shown that Abdul- 





A CAMPAIGN 
GAINS STRENGTH 


e In Abdullah’s campaign 
against corruption, a top 
businessman and a cabi- 
net minister have been 
charged 


e Officials say more investi- 
gations are under way, 
and the message is that 
Abdullah means business 


e General elections are 
widely expected to be 
called in the next month 


¢ lt remains to be seen 
whether the old guard in 
Abdullah’s own party will 
lash back or remain silent 
because of the threat of 
recrimination 





lah is serious about his anti-corruption 
drive, say the premier’s supporters. 
Government officials say that the Anti- 
Corruption Agency is completing inves- 
tigations into 18 cases and that Kuala 
Lumpur is likely to file more corruption 
charges against some high-profile >> 
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personalities, including government 
politicians, in coming months. 

The prospect of more charges has 
unnerved much of corporate Malaysia, 
where the wheels of commerce have long 
been greased by kickbacks. In Trans- 
parency Internationaľs annual corruption- 
perception index, Malaysia ranked 37th in 
2003, below Italy and Kuwait. 

Abdullah has also pushed for reform 
in the police force through the establish- 
ment of a Royal Commission. That and the 
new-found conservatism in government 
expenditure through the shelving of large 
projects is making it tough for opposi- 
tion leaders to attack the government. All 
of this, say analysts, should help the 


National Front, the Umno-led ruling coali- 
tion government, coast to an easy victory 
in the urban areas dominated mainly by 
the country’s ethnic Chinese. 

Abdullah's key challenge will be in the 
Malay heartland, five northern and east- 
ern states in Peninsular Malaysia where 


Umno suffered a substantial erosion of 


support. According to an Umno-spon- 
sored analysis of the last general election, 
the party won only 12 of the 40 parlia- 
mentary seats where Malays comprise 
more than 80% of the electorate. Umno's 
poor showing helped the Islamic oppo- 
sition Parti Islam Se Malaysia (Pas) to 
retain northeastern Kelantan state and 
capture neighbouring Terengganu. The 


other three Malay heartland states of 
Pahang, Perlis and Kedah also saw Pas 
make sharp inroads. 

In the coming elections, Umno officials 
say the best they can hope for is to cut Pas’s 
margin of victory in Kelantan and Tereng- 
ganu. While the ruling party is confident 
of sidelining Pas in Pahang and Perlis, 
Umno officials concede that they will have 
to work hard in Kedah, where Pas plans 
to mount a big onslaught. 

Senior Umno officials say that the party 
plans to counter the Pas challenge by intro- 
ducing new faces. “Seventy percent of the 
candidates in Kedah will be new faces to go 
with the new clean image Abdullah is pro- 
jecting,” says a senior Umno official 


Is say that Abdullah was 5 shocked’ at what 


after he also assumed the Finance 


ey ona declining- „trend basis, 
ould provoke a political backlash 


ling party: 
bee emphasized. In December, 
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THE POWERFUL ARE REALIZING THE SERIOUSNESS OF THE CORRUPTION 
CAMPAIGN. NEVER BEFORE HAVE MALAYSIA’S CLUBBY CORPORATE AND 
BUSINESS ESTABLISHMENTS BEEN SO MUCH ON EDGE 


involved in drafting the list of candidates 
for the upcoming election. 

Pas officials privately concede that 
Umno’ strategy to field new and younger 
candidates could pose problems for the 
party, which has long tapped the well- 
spring of discontent in the Malay heart- 
land over corruption in Umno and the 
leading party’s reluctance to pursue a 
tougher Islamic agenda. 


But they note that by bringing about 
sweeping change in candidates, Umno 
also runs the risk of upsetting the party’s 
old guard, who could work against the 
party at the upcoming polls. “All we need 
is a 5% swing in the votes, and Umno 
could deliver it for us,” says a Pas offi- 
cial in Kedah. 

That may be true. But several Umno 
leaders and private analysts counter that 


Abdullah has the upper hand. They note 
that the premier’s anti-corruption drive will 
allow him to easily carry out the changes in 
the candidate list. And as for the party war- 
lords who could pose problems, “many of 
them were involved in some sort of shady 
deal and there are files on them,” says a sen- 
ior Umno official close to Abdullah. “The 
threat of prosecution should be enough 
to persuade them to toe the line.” = 


Reuters 


highly placed government official, “but they will also increase 
liquidity as Petronas and the EPF are free to place the shares out.” 

To boost the coffers further, Malaysia’s tax department has 
increased collections. This occurred most spectacularly in Janu- 
ary when it raided 10 of the biggest construction companies for 
alleged tax evasion. The raids are expected to net the government 
hundreds of millions in back taxes. “I'd say it was without fear or 
favour,” says a businessman with grudging respect. “Some of 
these boys are really big.” 

Military purchases have been deferred too. Among them: 18 
United States-made F/A-18 fighter/attack aircraft, first agreed to 
in talks between Mahathir and President George W. Bush in 2002. 
Other deferrals could include two to four Russian heavy-lift helicop- 
ters for the air force and at least two British frigates for the navy. “I 
have been told that it will take between 12 and 18 months to bring 
all these purchases up for discussion again,” says a businessman 
familiar with the deals. 

Unease remains over the exact exposure the government 
could face over indemnities it gave private-sector projects. 
These range from highways and transport systems to public- 
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HOLDING 
PATTERN: Abdullah ` 
has deferred the S 
purchase of 18 i A 
F/A-18 jets 4 


housing projects given to the private sector and guaranteed 
by the federal government. The government has stepped in 


Sees 


before: After the Asian financial crisis, for example, it spent iim 
more than 70 billion ringgit supporting banks and nationaliz- a 
ing infrastructure works. uae 
Nor do chronic deficits provide comfort during downturns. N 

In a recent evaluation of worst-case scenarios such as another | 
financial crisis, Standard & Poor’s estimated that Malaysia i | 
| 


could face a potential cost of 50%-79% of 2003’s GDP in 
propping up its financial system and rescuing public enter- 
prises. Only China (74%-111% of GDP) fared worse. In contrast, 
Singapore, with its budget surpluses, would need to spend 
only 11%-26% of GDP in such a crisis. 

Predicting the worst may be an intellectual exercise, but 
Abdullah’s new prudence is intended to bring Malaysia back to 
the comfort zone. “This is not to say that the government thinks 
more projects will fail,” says a banker close to the government. 
“It’s just to get a handle on things.” 

(For more on the Malaysian economy, see Economic Monitor, — 
page 42.) S. Jayasankaran — 
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FREE TRADE AGREEMENT 


Thais Punt on Trade Talks 


The U.S. and Thailand will soon work on a bilateral trade deal that could prove a 
winner for both. But major hurdles, such as agriculture, must be vaulted 





CLOSED SHOP: The U.S. protects its rice market from imports 
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By Shawn W. Crispin/BANGKOK 
and Murray Hiebert/WASHINGTON 


THE UNITED STATES and Thailand are set to start negotia- 
tions in June toward forging a free-trade agreement (FTA), a deal 
that could lower trade barriers across a wide range of indus- 
tries in both countries. At the same time, there are signs that the 
talks could be hampered by politics, with the perceived loss of 
American jobs to developing countries becoming a hot issue 
in the run-up to November's U.S. presidential election. 

Preliminary studies suggest the FTA would be a win for both 
sides, though it would have a much bigger impact on the 
Thai economy because of its smaller size. An impact assess- 
ment recently completed by the Thailand Development 
Research Institute (TDRI) and the American Chamber of Com- 
merce predicts that lowering tariffs and non-tariff barriers under 
a bilateral FTA would increase Thai exports to the U.S. by 3.4% 
and boost total GDP by up to 1.3% per year. 

That could be good news for many of Thailand’s ex- 
porters, which currently ship around 20% of their prod- 
ucts to the U.S., but which in recent years have lost market 
share to cheaper Chinese and Mexican producers. A U.S.- 
Thai deal that promised better protection of foreign invest- 
ment might also help boost flagging U.S. capital flows into 
Thailand, which in 2002 were a net negative for the first time 
in more than 30 years, according to Bank of Thailand bal- 
ance-of-payment statistics. 

Ever since World Trade Organization-led multilateral trade 
talks collapsed last year in Cancun, Mexico, much of Asia 
has been opting for the bilateral track to forward their trade- 
liberalization agendas. Major Asian traders such as Japan, 
China and South Korea are all in the process of negotiating big 
bilateral deals with neighbouring countries. However, there 
are growing signs that the bilateral track could stumble for the 
same reason that multilateral talks collapsed: entrenched resist- 
ance to freeing up agriculture markets. 

The U.S. and Australia nearly walked away from their bilat- 
eral pact in early February due to disagreements concerning 
U.S. protection of its sugar, beef and dairy industries. Mean- 
while, Japan agreed last year to bilateral trade talks with Thai- 
land on condition that Bangkok would not push for access to 
Tokyo's tightly guarded rice market. For the U.S. and Thailand— 
two of the world’s biggest food exporters—contentious agri- 
culture issues will be prominent during negotiations. 

“We will want more access to [Thailand's] agriculture mar- 
kets,” says a Bangkok-based U.S. diplomat charged with eco- 
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nomic affairs. “We want rules that will make trade more trans- 
parent and fair to our traders.” A senior Thai official, while 
noting that both sides have sensitive areas, agrees that “agri- 
culture will be among the most difficult . . . The farming 
sector in both countries is very political.” 

Thailand levies a 23.6% average tariff on the agricul- 
tural products it imports, compared to the U.S.’s 7.1% import 
tax, according to the report by the TDRI and the American 
Chamber of Commerce. However, the U.S. uses a compli- 
cated mix of quotas, subsidies and strict food-safety require- 
ments to hamper agricultural imports, providing a cushion 
for some farming sectors like sugar and rice, TDRI researchers 
note. Both countries have powerful farm lobbies that prefer 
protectionism to export-promoting policies. 

That means there is strong domestic resistance to the deal 
on both sides. Aside from the current anti-dumping case that 
the U.S. has taken up against Thai shrimp producers (see arti- 
cle on page 18), Washington and Bangkok have had rocky trade 
relations in recent years, particularly over agriculture and phar- 
maceuticals. Thai Commerce Ministry officials lodged a 
protest with the U.S. Trade Representative’s Office and threat- 
ened retaliatory measures when an American entrepreneur 
attempted to patent Thai jasmine rice in the U.S. in 2002. 
The case was resolved before going too far. 

The U.S. was also forced to scrap a proposed debt-forgive- 


ness-for-reforestation deal in 2002 due to Thai suspicions 
that big American pharmaceutical companies might use the 
agreement as a way to patent genetic materials found in Thai 
forests. Now there are fresh concerns among some Thai agri- 
culture and environmental groups that Washington will push 
for greater market access for the genetically modified foods and 
seeds that big U.S. agribusinesses produce, but which critics 
contend have unproven food and environmental safety records. 


TRADE TROUBLES 

The two sides also teetered on the edge of a full-blown trade 
war in 2001 when the Thai government produced generic 
HIV-Aids drug treatments under a compulsory licensing 
arrangement. The U.S. threatened to levy high tariffs on 
various Thai export items, but relented when the WTO ruled 
in favour of compulsory licensing of HIV-Aids medicines 
for some developing countries. 

Trade analysts, meanwhile, note that last year’s U.S.-Sin- 
gapore trade pact—which will likely be used as a blueprint for 
a U.S.-Thai FTA—includes provisions transcending normal 
trade pacts. In particular, American negotiators are expected to 
push for intellectual-property and patent-protection laws up 
to and beyond WTO needs, stronger enforcement of competi- 
tion laws, and the establishment of a third-party dispute-reso- 
lution mechanism that would bypass the Thai judiciary. >> 
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“There will be a lot of hurdles,” says Frances Zwenig of 
the U.S.-Asean Business Council. “The Thais can learn from 
the successes and failures” of other recent American FTAs, 
she adds. However, advisers to the Thai government are 
already lobbying for a 10-year cushion to implement the intel- 
lectual-property-protection measures Singapore agreed to. 
Meanwhile, Thai negotiators are gearing up to beat back prob- 
able U.S. demands for stronger patent protection for phar- 


maceuticals, say Thai officials. 


“U.S. drug companies could ask for too much. That could 
spoil the deal,” predicts Somkiat Tangkitvanich, a researcher 
at TDRI. “If we offer the U.S. too much, we'll have to do the 
same with all the other countries we are negotiating FTAs 
with.” These include China, Japan and Australia. 

Despite the hurdles, Thai Prime Minister Thaksin Shi- 


nawatra has stated his aim is to hammer out a deal by the end 
of this year, due to concerns that a Democratic Party victory 
in the U.S. presidential election will usher in an era of pro- 
tectionism. Some Democratic Party candidates are making 
protection of U.S. jobs from foreign competition a cam- 
paign plank. But U.S. officials say it will take one or two years 
to broker and ratify an agreement. 

Some Thai trade groups and opposition politicians com- 


plain that any rush to seal a deal could mean Thai negotiators 


FREE TRADE RUNS INTO PROTECTIONISM 


Thailand is learning the hard way that 
what one hand gives, the other can take 
away. Within days of giving Bangkok the 
green light to begin negotiations on a 
free-trade agreement (FTA), the United 
States hit the Thais with a dose of Ameri- 
can protectionism. The move threatens 
to complicate the bilateral talks expected 
to start in June. 
The U.S. International 
Trade Commission (ITC) 
on February 17 said it 
had evidence to sug- 
y gest that Thailand and 
five other countries were 
selling shrimp to America 
at below-market prices and 
gave warning that it might impose import 
duties. Critics of the ruling argue that 
tariff hikes will do little to benefit strug- 
gling American shrimpers, while hammer- 
ing thousands of small shrimp farmers in 
the affected countries. 
The punitive action had been 
sought by the Southern Shrimp 
Alliance, a coalition of thousands of 
shrimp catchers from the southern 
U.S., against Thailand, Vietnam, China, 
India, Brazil and Ecuador. These 
countries account for around 75% of 
U.S. shrimp imports in what has 
grown into a $2.4 billion industry. The 
matter now goes to the U.S. Depart- 
ment of Commerce, which will issue a 
preliminary tariff margin in June if its 
investigations determine that these 
countries are dumping. The new 
duties will then go into effect in 
October. The alliance is seeking tariffs 
ranging from 32% to 349%. 


Thailand and the other five leading 
shrimp exporters to the U.S. insist they're 
not dumping. They say their labour costs 
are lower and they’re more efficient 
because they farm shrimp in ponds, rather 
than trawling offshore for the crustaceans 
like the American shrimpers. 

Therapong Chansiri, president of Thai 
Frozen Union, a major shrimp exporter, 
estimates that if tariffs are introduced 
Thailand’s more than 35,000 shrimp 
farmers will have to slash output by 20%- 
30% this year. He predicts an anti-dumping 
ruling will “wipe out” hundreds of small- 
scale producers in Thailand and devastate 
downstream feed producers. The value of 
Thai exports of the shellfish rose 11% in 
the first 10 months of last year to $445.3 
million compared to the same period in 
2002, according to the ITC. 

Thai officials said earlier the issue 
could disrupt progress in the FTA talks and 
voiced their concerns with the U.S. 


2002 
(Jan.-Oct.) (Jan.-Oct.) % change 


Country 


282.9 | 


394.4 


Total U.S. 


2,075.5 
imports 


2,460.9 18.6 





failing to take on board concerns raised by small-scale busi- 
nesses and farmers about the impact of an FTA on their liveli- 
hoods. “We should know when to say ‘no’ on issues we sim- 
ply cant say ‘yes’ to,” says Kiat Sitheeamorn, chairman of Thai- 
land’s International Chamber of Commerce. “If [the gov- 
ernment] pushes too fast, it could cause a backlash.” = 


embassy in Bangkok in early January. But 
since the U.S. decision to pursue the anti- 
dumping case, Thai officials have backed 
off. “We see these issues separately,” a 
Thai economics official tells the Review. 

In 2000, imported shrimps accounted 
for 59% of the U.S. market, and the figure 
had risen to some 72% by 2002. No one 
disputes that American shrimpers are 
hurting in the face of these soaring 
imports. But U.S. shrimp distributors and 
other industry specialists doubt that tariffs 
on imports will solve the shrimpers’ 
difficulties. The American Seafood Distrib- 
utors Association, which opposes the anti- 
dumping suit, told the ITC hearing that 
association members can’t buy enough 
shrimp from American sources and have 
to turn to foreign producers. 

Shrimp producers in the targeted 
countries could also lose significant 
market share to other low-cost shrimp- 
producing markets that weren’t named in 
the suit, such as Indonesia and Mexico. 
With new countries expected to increase 
production, the impact of an anti- 
dumping ruling on the cost of shrimp 
for American consumers is difficult 
to calculate. 

Some Thai corporate executives 
fear an anti-dumping ruling is almost 
certain in the run-up to the U.S. 
presidential election in November. 
“The more we talk about free trade, 
the more we see protectionism,” says 
Therapong. Adds Russell Smith, a 
lawyer representing Vietnamese and 
Thai companies: “One can only imag- 
ine how it looks to other countries 
when we preach free trade and then 
attack their key industries.” 

Murray Hiebert and Shawn W. Crispin 
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INDONESIA 


The Limits of 
Popularity 


President Megawati Sukarnoputri may rely on her 
grass-roots support. But her party could go down in 


flames without her strong backing 


By John McBeth/JAKArTA 


POLITICAL OPINION SURVEYS are notoriously unreliable in 
Indonesia, often coming up with wildly different results on the 
same topics. This makes it all the more remarkable that they 
seem to be in such strong agreement on a key point leading 
up to the April 5 national parliamentary elections: President 
Megawati Sukarnoputri’s Indonesian Democratic Party for 
Struggle (PDI-P) is locked in a serious struggle with the former 
ruling Golkar party to control the nation’s parliament. 

Five years after voters sent Golkar into a tailspin and handed 
the PDI-P a 11% winning margin, the pendulum is swinging 


LARGER THAN 
LIFE: Megawati 
(right, facing her 
poster) hopes that 
her popularity 
stays strong 
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back. Put it down partly to the kind of correction that often 
occurs in the backdraft of a major political change, such as 
the fall of President Suharto in 1998 or the collapse of com- 
munism in Eastern Europe. But also factor in the failure of 
the PDI-P to consolidate its advantage or improve on an image 
that for many Indonesians is characterized by venal party offi- 
cials and the bad behaviour of its militia-like youth wing. 

This is a contest between a fractious Megawati fan club 
and an unreconstructed political machine, Golkar, that can't 
quite believe it has the chance to regain power so soon after 
it fell from grace. Both parties offer the promise of more 
relative stability. But the race also says a lot about the slow 
pace of Indonesia’s political development and the nature of 
a disillusioned electorate with very low expectations. 

The latest poll by the International Foundation for Elec- 
tion Systems (IFES), which came the closest to predicting the 
outcome of the 1999 elections, shows 27.1% of respondents 
choosing Golkar as the party that best represents their aspi- 
rations, a 7.2% increase over the previous survey in Decem- 
ber. The PDI-P, in contrast, barely increased its support from 
13% to 13.1% in the same time frame. 

IFES project manager Alan Wall says the January poll sug- 
gests that fully half of the electorate remains undecided as 
24 political parties prepare for the start of the official campaign 
period. But indications are that Golkar and the PDI-P may end 
up sharing 28%-32% of the popular vote—and thus remain 
the pillars of any new coalition government. 

And Megawati herself? While the president leads in >> 
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almost all surveys, IFES notes that her support has remained 
flat, which suggests that she may only be the front runner 
because no rival has emerged. Direct elections, however, 
will change this. The presidential vote includes a first round 
of voting, likely to involve four or five pairs of candidates, on 
July 5. Assuming that no one gets an outright majority, it ends 
with a run-off between the top two teams on September 20. 

Although they can point to relative social stability and an 
improved macroeconomic picture as two significant achieve- 
ments, PDI-P officials seem to share the cynical view that 
the Indonesian electorate will blindly 
follow Megawati again. As the party’s 
secretary-general, Soetjipto, told the 
Jakarta Post newspaper recently: “We 
just need to show her picture and that 
will be enough. Most people are still 
taken by big names.” 

Critics put the PDI-P’s declin- 
ing popularity down to the poor qual- 
ity of its cadres, whose abuse of 
power has alienated the general pop- 
ulation in the past five years. Many 
PDI-P candidates were hurriedly 
recruited before the 1999 election 
without much serious attention 
to their backgrounds. Others were 
long-time PDI-P heavies—some with 
criminal links—who stuck with 
Megawati in the 1990s when the 
party was pressured by Suharto's New 
Order regime to back off. 

Weeding out the undesirables 
from the party has clearly been unset- 
tling, with only 6o of the PDI-P’s 153 
sitting MPs selected by party lead- 
ers to run for re-election under the 


PDI-P banner. But the party’s deputy BACKLASH: Tanjung’s appeal victory angered many 


secretary-general, Pramono Anung, 

who heads its election war room, says internal conflicts are 
inevitable if the PDI-P is to change. “We want to improve 
our performance and our image because some of our peo- 
ple are lazy and have bad morals,” he acknowledges. “We're 
now getting fresh blood.” 


CRITICS SAY MEGAWATI HAS BEEN INATTENTIVE 
The PDI-P still has a long way to go. A lack of any genuine party 
ideology and poor management have taken their toll, leaving 
the party’s early image as a democratic force in tatters. 
Megawati herself shares a lot of the blame for hanging on as 
the party’s leader after she became president in 2000. As it 
is, PDI-P members say she spends only an hour a week on 
party affairs, leaving much of the work to her husband, influ- 
ential businessman Taufik Kiemas, who may be politically savvy 
but has no formal position on the central board. 

It’s a style of leadership that maverick MP Meliano Suwando 
abhors. “If she doesn't come to the weekly meeting, it’s like a 
kindergarten,” he says. “No decisions are made without Mega- 
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wati.” Adds Indira Sugondo, another disenchanted legislator: 
“She doesn't have a sense of crisis and she has no managerial 
skills whatsoever.” Neither Suwando nor Sugondo have set foot 
in the legislature since the president refused to allow the 
party to vote for a parliamentary investigation into corruption 
charges against House Speaker and rival Golkar party Chair- 
man Akbar Tanjung. Both are among the 93 sitting legisla- 
tors who will not run again for the PDI-P in April. 

The decision not to pursue an investigation of Tanjung 
and Megawatis stubborn opposition to constitutional amend- 
ments are just two issues that have 
perplexed the party faithful. The pres- 
ident has also caused internal up- 
heavals by refusing to support PDI-P 
candidates in gubernatorial elections 
in Lampung, Jakarta and Central Java 
over the past year. Despite claims that 
she was trying to curry favour with 
the military, aides say in two of those 
cases she felt her own people werent 
fit for the job. 

Clearly her biggest gamble was 
supporting the incumbent governor, 
a former military officer, over her own 
provincial party chairman in Cen- 
tral Java, the PDI-P’s heartland. Pra- 
mono says he thinks the party will be 
able to hold the line on Indonesia’s 
most populous island anyway, point- 
ing out that 71 of the 92 district chiefs 
in East, West and Central Java and 
Jogjakarta are PDI-P loyalists. 

Agus Subagyo, the vice-chair- 
man of the PDI-P faction in Jog- 
jakarta’s regional parliament, says 
Megawati is simply a lightning rod 
for Indonesia’s many problems. But 
Dede Utomo, an independent can- 
didate and academic from East Java, believes the presi- 
dent’s legendary influence with Indonesia’s struggling 
masses may have been tarnished. 

“People are just too frustrated now,” says Utomo, recalling 
conversations he had on a recent swing through villages in East 
Java, the birthplace of Megawati’s late father, Sukarno. A num- 
ber of smaller parties, also claiming to uphold “Marhaenism,” 
the populist-nationalist ideology of the charismatic Sukarno, 
are aiming to win votes away from the PDI-P, which in 1999 
won one-third of the national vote. 

One thing that could work in the PDI-P’s favour is the 
recent Supreme Court decision to overturn Golkar chair- 
man Tanjung’s corruption conviction. Analysts believe it 
could focus unwanted attention on Golkar’s past misdeeds 
and, its members admit, its feeble attempts at reform. 
Still, the fact that Golkar has come back at all is due as much 
to the failure of Megawati’s leadership as its own organi- 
zation and legislative influence. = 

Tom McCawley contributed to this article 
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Trading Militancy for Peace 


By Michael Krepon K 


The writer is founding president of the 

Henry L. Stimson Centre in Washington, and 
author of Cooperative Threat Reduction, Missile 
Defence and the Nuclear Future 


No one has lost money betting against a diplomatic break- 
through between India and Pakistan—but the odds are becom- 
ing more sporting. Diplomats from both countries have quickly 
agreed to a framework for a composite dialogue, which will 
begin in earnest following the Indian elections. Conven- 
tional wisdom suggests another futile effort, because Presi- 
dent Pervez Musharraf lacks the sincerity or the following to 
engineer a strategic shift towards peace. In this view, Pakistan's 
army cannot wean itself from the need for an adversary and 
for Kashmir to remain on the boil. The time may be ripe to 
question these assumptions. 

We have become so used to doubting the public statements 
of Pakistan's leaders—most recently on the Abdul Qadeer Khan 
affair—that it’s easy to discount important signals of a policy 
shift. Over the last year, Musharraf has dropped ritualistic posi- 
tions on Kashmir. He has called for mutual flexibility in find- 
ing a solution, relaxed Pakistan's insistence on holding a 
plebiscite and pledged directly to Indian Prime Minister Atal 
Behari Vajpayee not to permit “any territory under Pakistan's 
control to be used to support terrorism.” Musharraf's reposi- 
tioning on Kashmir fits within his larger vision of trans- 
forming Pakistan into a “moderate, developed, enlightened 
and welfare Islamic state.” 


“Pakistan’s geostrategic location makes it a 


natural transmission belt for trade and energy 


between Central Asia and the Subcontinent 9 


Musharraf carried this message to Davos for the World 
Economic Forum in January. Pakistan prepared a slick 
brochure for this occasion, seeking foreign investment and 
trumpeting positive economic prospects, declaring: “It looks 
as though commerce may succeed where diplomats have so 
far failed . . . There is no doubt that the trade benefits of peace 
would be massive.” 

Musharraf and other military leaders have often said that 
Pakistan's stability rests on two pillars—the armed forces and 
economics. Some of Pakistan's economic indicators are positive, 
but these advances are deceiving. Recent gains are largely the 
result of debt relief from international financial institutions and 
from the United States, which are connected to Pakistan's sup- 
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æ port for the war against terrorism. Positive short- 
g term indicators mask troubling domestic trends and 


a plethora of missed economic opportunities. 

In the past 15 years, the incidence of poverty 
in Pakistan has risen from 20% to 33%. Pakistan's 
burgeoning population, now approximately 140 
million, is poorly educated and cared for. For 
every dollar that Pakistan spends on defence, it 
spends just 40 cents on education and 20 cents 
on public health. 

As long as Pakistan is perceived to be linked 
to the Taliban and to jihadi (holy war) groups 
carrying out a “freedom struggle” in Kashmir, for- 
eign investors will shy away. American foreign- 
direct investment in Pakistan over a five-year 
period from 1998-2003 averaged $202 million— 
or just 5% of that in Bermuda, and 20% of that in 
Panama. Since the insurgency in Kashmir began, 
Pakistan's rating of attractiveness for foreign direct 
investment dropped from 92 to 129 out of 140 
countries surveyed by the United Nations Con- 
ference on Trade and Development. 

Pakistan's geostrategic location makes it a nat- 
ural transmission belt for trade and energy 
between Central Asia and the Subcontinent, but 
its failed national-security policies towards 
Afghanistan and India have forfeited both markets. 
In 2001-02, Pakistan's direct trade with five Cen- 
tral Asian states was a paltry $27 million. The 
annual volume of direct trade between the one-fifth 
of humanity that lives in India and Pakistan stands 
at $250 million—approximately equal to that 
between the U.S. and Barbados. Pakistan could 
earn more than twice this amount by serving as 
a conduit for just one pipeline from Iran or Cen- 
tral Asia into India. 

All of these hard facts point to the wisdom of 
a strategic shift in Pakistan's approach to India, 
rather than to continuing support for jihadi 
groups that threaten Pakistan's internal stability 
while punishing Indian security forces and Kash- 
miris. Have Musharraf and the top army brass fig- 
ured this out? It’s hard to say, because Mushar- 
raf does not execute a straight-line exit strategy 
from failed policies. Instead, he tacks like a sail- 
ing boat in open water, shifting his sails to the 
winds of external pressures. We will know far 
more about whether we are witnessing a strategic 
shift or a mere tactical manoeuvre soon enough. 
In the meantime, it would be pure folly for India 
and the U.S. to prepare for the upcoming talks on 
the basis of conventional wisdom. = 
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Renminbi Stance 


Repeated Amid U.S. Visit 


The monetary-policy committee of the People’s Bank 
of China reaffirmed the country’s commitment to 
keeping the renminbi’s exchange rate stable as Chi- 
nese finance officials met a visiting team from the 
United States Treasury Department. In a statement 
issued after its quarterly meeting, the committee 
also predicted that renminbi-lending and -deposit 
rates will remain unchanged in 2004, quashing 
speculation that the central bank was considering a 
rate rise to head off inflation. Instead, the committee 
predicted that inflation will rise about 3% in 2004, 
reflecting expectations that any rise in prices will be 
moderate. The U.S. Treasury said the six-member 
team provided “technical cooperation” on a range of 
financial issues relating to an eventual change in 
China’s tightly managed currency regime. Li Yang, a 
committee member, 
said “the issue of for- 
eign-exchange policy” 
was “certainly on the 
agenda” in talks with 
the treasury group, led 
by David Loevinger, 
deputy assistant secre- 
tary for Africa, the 
= Middle East and Asia. 


STABLE: Renminbi’s exchange rate 





AS ONE TRADE SPAT EASES, ANOTHER EMERGES___ 
China resolved a long-standing dispute with the United States over the 
import of genetically modified farm products. The Ministry of Agriculture 
issued new measures governing such imports and permanently approved the 
import of five varieties of genetically modified crops—one variety of soy- 
beans, two of corn and two of cotton—developed by U.S. agribusiness giant 
Monsanto. The ministry said it is also considering applications from DuPont 
and Dow AgroSciences of the U.S. and other firms. For the past two years 
the trade had operated under temporary rules that the U.S. government and 
industry groups alleged protected Chinese farmers from lower-priced 
imports. But U.S. tissue and crepe-paper makers have joined the lengthening 
list of U.S. companies asking the Bush administration for steep anti-dumping 
duties to stem what they say is unfair import competition from China. 
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HONG KONG 


The government told the 
territory’s two rail opera- 
tors to begin talks on a 
merger that would create 
a monopoly with assets 
of HK$ 187 billion ($24 
billion). The government, 
which owns 76% of listed 
subway operator MTR 
Corp. and is sole owner 
of the Kowloon-Canton 
Railway Corp., gave them 
six months to conclude 
merger negotiations. 





In a sharp rebound, more 
than 20 million tourists 
are expected to visit Hong 
Kong this year, up 32% 
from 2003. Tourism-board 
chief Selina Chow said 
mainland arrivals would 
rise 31.7% to 11.2 million, 
and arrivals from else- 
where would grow 32% to 
9.3 million. Tourist 
numbers fell 6.2% in 2003 
due to Severe Acute 
Respiratory Syndrome. 


Hong Kong continued to 
pull out of its long defla- 
tionary spiral as consumer 
prices last month fell at 
the slowest rate in more 
than a year. The consumer 
price index fell 1.5% year 
on year in January, the 





A WORKER removes a 
cordon around a poultry 
farm near Shanghai, whick 
on February 23 lifted its 
bird-flu quarantine. “With 
this, Shanghai now has not 
bird-flu infected areas,” thi 
city government said ina 
news release. Although 
another case of the avian 
disease was confirmed in 
Yunnan province on Febru 
ary 24, China says it is 
bringing the epidemic una 
control and has begun 
lifting quarantines on som 
flu-hit farms and villages. 


63rd month of deflation 
but the smallest decline 
since December 2002. 


CORRUPTION 


Shanghai police arrested 
a board member of AJ 
Corp., a property devel- 
oper, for economic 
crimes, the latest corpo- 
rate chief targeted in a 
graft crackdown. Liu 
Shunxin was arrested on 
suspicion of using a loan 
of 300 million-500 million 
renminbi ($36 million-60 
million) to speculate in 
shares, the China Securi- 
ties Journal reported. 


RAILWAYS 


France’s Alstom is the 
leading contender to 
build a $12 billion high- 
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speed rail link between 
Beijing and Shanghai, the 
China Business Weekly 
reported. It said Alstom’s 
technology and political 
contacts made it the top 
bidder after the State 
Council decided against a 
German magnetic train 
system for the 1,300- 
kilometre route. 


CARS 


Ford said it would build 
its second car plant in 
China in the eastern city 
of Nanjing, near Shanghai 
and the booming coastal 
provinces. The U.S. car 
giant, which is struggling 
to compete with 
entrenched rivals General 
Motors and Volkswagen, 
has a plant in the inland 
city of Chongging. 


China will launch its 
second manned space 
mission next year, state 
television said. The 
Shenzhou 6 will have two 
astronauts aboard and 
will remain in orbit for five 
to seven days. 


Seventy-six officials were 
sent to live for a year in 
38 villages with high rates 
of HIV infection in Henan 
province, state media 
reported. The officials— 
from the provincial 

health, finance and 
propaganda depart- 








LIVING WITH HIV: Officials visit an Aids victim in Henan 
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ments—are to live and eat 
with villagers and oversee 
Aids-prevention projects. 


Bank of China announced 
that it had removed Liu 
Jinbao as vice-chairman 
after it was informed he is 
under investigation for 
“economic crimes.” Liu, 
previously head of the 
state-owned bank’s Hong 
Kong unit, was transferred 
back to Beijing last year 








FIRED: Liu Jinbao 


and hasn’t been heard 
from since. 


DIGITAL TV 


Engineers said they’ve 
delayed releasing a 
home-grown technology 
for digital television, a 
setback for China’s drive 
for independence in key 
hi-tech sectors. The TV 
standard was planned for 
release at the end of 
2003 but field tests were 
deemed inadequate. 
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BUSINESS DIGEST 





LEHMAN LAUNCHES CHINESE-BOND INDEX 
U.S. investment bank Lehman Brothers, the world’s biggest provider 
of bond indexes, launched its first made-for-China index to tap grow- 
ing foreign-investor interest in the country’s developing fixed-income 
market. The index is a collaboration with Xinhua Financial Net- 
work, which produces financial news and credit ratings and pub- 
lishes stock indexes in partnership with London-based FTSE Index 
Group. To be officially published from March 15, the Xinhua Lehman- 
China Aggregate comprises 136 fixed-income securities with a mar- 
ket value of more than 1.8 trillion renminbi. The index has been 
calculated since January 1 and is to be updated daily with access 
given to clients through a Web site. 


MINSHENG FAKED SHAREHOLDERS MEETING 
China Minsheng Banking Corp.’s planned listing in Hong Kong is 
likely to be delayed following its disclosure that it faked a share- 
holders meeting in 2000 for the sake of expediency. China’s only 
private bank said that in the rush ahead of its domestic listing on 
the Shanghai Stock Exchange, staff had falsified documents show- 
ing that shareholders had voted to approve a required change in the 
bank’s name. Minsheng executives said the IPO, planned for April 
and expected to raise $1 billion, could be postponed as Hong 
Kong Stock Exchange regulators review the bank’s qualifications. 
The incident highlights China’s poor corporate governance, even 
at one of its healthiest and best-regarded financial institutions. 


CHIP MAKER LAUNCHES IPO ROADSHOW 
China’s largest chip maker kicked off meetings with fund man- 
agers worldwide to pitch a share sale which could raise about $1.58 
billion. Semiconductor Manufacturing International Corp. is selling 
4.5 billion shares, about a quarter of its enlarged capital. The four- 
year-old Shanghai-based company plans to list in New York and Hong 
Kong on March 17 and 18, and is the first Chinese chip maker to list 
overseas. SMIC, the world’s fifth-largest contract chip maker by 
sales, lost money in 2003 but reported a net profit in the last quar- 
ter of $10.9 million. It expects revenue to balloon to $1 billion this 
year from $366 million last year, according to Goldman Sachs. Ana- 
lysts said its IPO is likely to see strong interest from investors 
keen to jump into China’s booming semiconductor industry. 


CHINA MAY LET INSURERS INVEST ABROAD 
China is studying plans to allow its insurers to invest in overseas cap- 
ital markets, with Hong Kong tipped to be the first stop for the funds, 
said Li Kemu, vice-chairman of the China Insurance Regulatory 
Commission. Details of the plan could be finalized before April, Li 
told Hong Kong Cable TV. His remarks came soon after the Hong 
Kong government said China is expected to allow its social secu- 
rity fund, which manages more than $14 billion, to invest abroad. 
Insurance premiums in China have grown rapidly to total 390 billion 
renminbi in 2003, but investment returns are far from satisfac- 
tory, Li said. China allows its insurers to invest in equities only 
through mutual funds and limits their other investments to local 
bonds and bank accounts, which bear low returns. 


Elsewhere in the Review: 


China Life Insurance Stumbles Over Listing (page 36) 
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DEMOCRATIC CHALLENGES 


The Strait 
Grows Wider 


A growing sense of separate identity among people who identify 
themselves solely as Taiwanese is central to the island’s presidential 
election—and is likely to thrive as a major issue long afterward 


MORE THAN a million Taiwanese will 
join up on February 28, ifall goes to plan, 
to form a human chain stretching 500 
kilometres from the island’s northern tip 
to a spot near its southernmost point. 
Organized by backers of President Chen 
Shui-bian, participants will link hands at 
2:28 p.m. and chant slogans directed at 
China, including “We want peace, not 
missiles,” and “We want to have democ- 
racy, not to be annexed.” 

The event will be part campaign rally 
for Chen's re-election, and part memorial 
for the killing of thousands of native Tai- 
wanese in a crackdown by Kuomintang 


TAIWAN PULLS AS 
CHINA PUSHES 


A separate identity for 
Taiwan shakes up politics 
at home and overseas: 


e It counterbalances closer 
economic ties to China 


e Beijing’s “one country, 
two systems” formula is 
increasingly unrealistic 


e It puts Washington on the 
spot as Taiwan’s protector 
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By Jason Dean/TAIPE! 


(KMT) soldiers from the mainland on 
demonstrations that began on February 
28, 1947. But it will also provide a vivid 
demonstration of a blossoming national 
identity in Taiwan, a sense among a grow- 
ing portion of the island’s 23 million peo- 
ple that it is a separate country from China 
and deserves to be seen as such. 

The development of this Taiwanese 
identity, and Chen's attempts to tap into 
it, are at the centre of the island’s presi- 
dential election on March 20. But the 
prominence of the identity issue in this 
election only points to a longer-term trend 
that is likely to continue whoever wins. 
Polls show that the percentage of peo- 
ple on the island who identify themselves 
as Taiwanese now far exceeds that of peo- 
ple who say they are Chinese. And inter- 
views by the Review in recent weeks with 
about 60 would-be voters from more 
than half of Taiwan’s 25 counties and 
municipalities bear out a sense of sepa- 
rate identity that, while not universal, is 
strong and growing. 

“The recognition of our national iden- 
tity is Taiwan’s most important issue. It’s 
the root,” says Chou Tze-chin, a 30-year- 
old software engineer at the Taiwan gov- 
ernment-funded Industrial Technology 
Research Institute in Hsinchu county, a 
go-minute drive from Taipei. Like almost 
all Taiwanese adults, Chou was taught 
in school that he was Chinese, and that 





Taiwan is part of China, notions that he 
has since come to reject. “The economy 
is important, but the national-identity 
issue has to be solved before anything 
else,” he says, to the nods of two friends 
over lunch at a staff café. 

In the presidential race, Chen has tried 
to rally such voters by insisting that Tai- 
wan reject China’s claims to sovereignty 
over the island. Chen's pro-independence 
Democratic Progressive Party won power 
in 2000, ending 51 years of KMT, or 
Nationalist Party, rule over the island 
despite securing fewer than 40% of the 
votes after a split within the KMT. 

This time round, Chen is pushing an 
election-day referendum and other meas- 
ures that China opposes because, he says, 
they will bolster Taiwan’s democracy and 
make it a “normal, complete, and great 
country.” Those efforts may not be 
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enough to win him the election. His 
tough stance toward China has frustrated 
some centrist voters, as well as many in 
the business community. Lien Chan, his 
KMT opponent, has emphasized Taiwan's 
relatively poor economic performance 
during Chen's term, and argued that the 
president's stress on sovereignty and iden- 
tity issues has prevented negotiations with 
mainland China on direct transport links 
and other important economic issues. 
Independent polls show Lien with a slight 
lead in the race. 

Nevertheless, the rise of this sepa- 
rate Taiwanese identity is a force that peo- 
ple outside Taiwan, from Beijing to Wash- 
ington, will increasingly need to reckon 
with long after this election. It acts as a 
counterweight to rapidly accelerating eco- 
nomic integration between the two sides. 
Taiwanese companies have invested $100 
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billion in China over the last decade and 
a half, and more than a third of the 
island’s exports now flow across the Tai- 
wan Strait. Many people—including 
China’s leadership—believe the booming 
trade and investment is pulling Taiwan 
inexorably closer to China, making even- 
tual unification more likely. 

But the burgeoning of a separate Tai- 
wanese identity casts doubt on that the- 
ory. At the very least, it suggests that 
China’s approach to the Taiwan issue has 
proved ineffective, and needs to be 
rethought. Beijing has insisted for years 
that Taiwan must reunify under a “one 
country, two systems” framework, a for- 
mula that has been used for Hong Kong 
but that was originally conceived for Tai- 
wan. But polls suggest that the notion 
is wildly out of touch with reality in Tai- 
wan. A November survey by the govern- 
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ment’s Mainland Affairs Council found 
that just 7.4% of respondents supported 
the idea of “one country, two systems,” 
and 71.4% rejected it. 

People who embrace a separate Tai- 
wanese identity don't necessarily advocate 
sharp moves to cement Taiwan’s inde- 
pendence—such as abandoning the 
island’s official name, the Republic of 
China—something that Beijing has 
threatened war to prevent. Polls show 
that the vast majority of Taiwanese, 80% 
according to the Mainland Affairs Coun- 
cil, prefer to maintain the more ambigu- 
ous status quo. 

But those numbers also mask the fact 
that for many on the island the status quo 
means a Taiwan that is separate, sovereign 
and equal—a definition vastly different 
from the one held in Beijing. “We've 
always been suppressed by China. >> 
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REACHING OUT: Opposition KMT presidential candidate Lien Chan 


MONEY BOOSTS TAIWAN’S SELF-ESTEEM 


National identity is growing for sure in Taiwan, but it certainly isn’t the only 
issue in this presidential election. 

For many on the island, it matters little what the candidates say. Their 
minds are already made up. So-called “mainlanders,” for instance, whose 
families came to Taiwan from China with the Kuomintang (KMT) in the late 
1940s, overwhelmingly oppose President Chen Shui-bian’s Democratic Pro- 
gressive Party. Among those who are still undecided, some concentrate on 
narrow issues, such as education reform. Many others focus on corruption, a 
traditional weakness for the KMT, which is battling to convince voters that it 
has abandoned vote buying and other old practices. 

Chief on the minds of many, however, is the economy. It has been a vulner- 
ability for Chen for much of his term since his election in 2000, as Taiwan saw 
unemployment rise and in 2001 experienced its first contraction on record. 

Some, like Belotus Wang, are frustrated at Chen’s failure to reach an 
accord with China to end a five-decade ban on direct transport links across the 
Taiwan Strait. Wang is president of a company based in central Taiwan’s 
Changhua county that makes metal-moulding machines, and he spends about 
half his time in China running factories there. He thinks the prohibition hurts 
Taiwanese companies, and plans to vote for the KMT on March 20. 

Others are less clear on exactly what Chen has done wrong, but blame his 
administration for the weak economy anyway. “The KMT can rescue the 
economy,” says Taipei’s Chen Jin-fong, a 52-year-old who recently lost her 
textile-factory job. Lu-Liu Hsiu-lian, a 60-year-old taxi driver in southern Chiayi 
county, says she could earn the equivalent of $2,000 a month when the KMT 
was in power, but now she’s lucky to earn a third of that. Chen “can talk, but 
he can’t get things done,” she says. 

But other would-be voters on the island blame the global economic slump, 
not Chen, for the downturn. And some give him credit for accomplishments in 
financial reform and in developing the infrastructure of Taiwan’s south, which 
was long neglected by the KMT. 

What’s more, the economy is improving with the recovery in the rest of the 
world. Taiwan’s GDP jumped 5.2% in the fourth quarter of last year, and many 
economists expect it to sustain that in 2004. The jobless rate fell to 4.53% in 
January, its lowest level since June 2001. Says Lu Huang-chen, a 25-year-old 
graduate student who is still deciding who to vote for, “If people start feeling 
the economy is improving, | think Chen Shui-bian’s chances are a lot better.” 

Jason Dean 
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I’m sure Chen Shui-bian is the only one 
who can change that,” says Tom Peng, a 
KMT member and the former head of 
Dah-tan, a village in Taoyuan county just 
a kilometre from the waters of the Tai- 
wan Strait. Peng says he supports end- 
ing a ban on direct transport links with 
China, something that the business com- 
munity eagerly awaits, but only ifit does- 
nt require accepting China’s claim to 
sovereignty over the island. “We should 
negotiate with them on an equal basis.” 

The shift toward a Taiwanese iden- 
tity is evident in a poll carried out twice 
a year for more than a decade by the Elec- 
tion Study Centre at Taipei’s National 
Chengchi University. When the poll was 
first taken in June 1992, 26.2% of respon- 
dents identified themselves as Chinese, 
17.3% said they were Taiwanese, and 
45.4% saw themselves as both (the 
remainder declined to respond). In the 
most recent poll, in June last year, the por- 
tion of people saying they are Taiwanese 
had jumped to 41.5%, while those iden- 
tifying themselves as Chinese fell to 
9.9%. The number who said both 
dropped slightly, to 43.8%. 


EVEN THE KMT BENDS 

Numbers like these have forced even the 
KMT to adapt its position. The late Gen- 
eralissimo Chiang Kai-shek’s party, which 
fled to Taiwan amid civil war with the Chi- 
nese communists in 1949, insisted for 
decades that Taiwan should some day 
rejoin the mainland. It only officially 
abandoned the idea of retaking mainland 
China in 1991. In the current campaign, 
however, Lien and other senior KMT offi- 
cials have said they no longer believe 
reunification with China is the only 
option, and that eventual independence 
could also be considered. 

That sentiment is evident among 
many KMT members, too. In southern 
Taiwan's Tainan county, Hu Ya-hsiung has 
an unenviable job: running the KMT-led 
presidential campaign in Chen's home- 
town. Sipping tea and smoking cigarettes, 
Hu says he thinks the KMT-led opposition 
will do better in this election than in the 
last, because many voters are more con- 
cerned about unemployment than they 
are about standing up to Beijing. That 
doesn't mean Hu wants to be part of 
China. “If the conditions were right, I 


March 4, 2004 


don't think anyone would oppose inde- 
pendence,” he says. “I think the possi- 
bility of unification is quite small.” 

Twenty minutes down the road, Kao 
Hsing-siung is attending a campaign rally 
for Chen. Hundreds of people, many of 
them farmers, mill around in pink cam- 
paign hats, waving green DPP flags. 
Chen bounds to the stage amid a cacoph- 
ony of air horns and cheering, and deliv- 
ers a feisty, shouting speech, saying that 
“our national sovereignty is something 
we can never give up.” Afterward, as cam- 
paign workers clean up, 62-year-old Kao 
says: “I support A-bian [Chen] because 
he will protect Taiwanese people and our 
future generations.” 

While Chen's tough rhetoric has put off 
some mainstream voters, it has attracted 
some new ones. Chiu Chin-chi, who works 
for a company that sells kitchen utensils in 
central Taiwan's Changhua city, voted for 
Lien in the last election, even though her 
brother helped campaign for Chen. She did 
so in part because Lien had the backing 
of former President Lee Teng-hui. But Lee, 
who helped push the idea of a native Tai- 
wanese identity during his time in office, 
was ejected from the party in 2001, and 
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Chiu thinks the KMT now leans too far 
toward China. “Taiwan's future is some- 
thing we should decide,” says the 50-year- 
old. “Supporting Chen Shui-bian means 
supporting Taiwan. Supporting Lien Chan 
means supporting China.” 

Chen's critics argue that the growth of 
a separate Taiwanese identity is a product 
of his leadership, and that of Lee before 
him. Both men have certainly supported 
the trend, encouraging the use of the 
Fukienese dialect, which people on the 
island call Taiwanese, and removing 
traces of Chinese rule, such as the por- 
traits and statues of Nationalist leader Chi- 
ang that were once ubiquitous in schools 
and government buildings. 

But there are other forces at work 
independent of presidential actions. The 
older generation of people who came 
from China with the KMT in the 1940s is 
dying off. Younger people generally have 
no personal connection to China. The 
popularity of spoken Taiwanese is as 
much commercial as it is political, as is 
clear from its use in television advertise- 
ments and by teenage rap groups. “The 
help of politicians may accelerate this 
trend,” says Lu Ya-li, a veteran political 


analyst in Taiwan and a professor at Chi- 
nese Culture University in Taipei. “But it’s 
quite a natural one, even without any 
political manipulation.” 

Indeed, perhaps the most alarming 
sign for mainland China in the long run 
is that the Taiwanese identity appears 
strongest among the young. Recent elec- 
tion surveys show Chen consistently out- 
polls opponents in the 20-29 age group. 

At a coffee house on the campus of 
central Taiwans National Chung Cheng 
University, so titled after a local version 
of Chiang Kai-shek’s name, 10 students sit 
down one afternoon to talk politics. In 
their mid-to-late 20s, three will vote for 
Chen, one for the KMT and one wort vote. 
The rest say they are undecided. All advo- 
cate maintaining the status quo for now, 
instead of independence or unification 
with China. When asked who feels Chi- 
nese, however, only one hand goes up. Two 
say they are both Taiwanese and Chinese. 
The remaining seven say they see them- 
selves as strictly Taiwanese. “We need to 
deal with our national identity now,” said 
27-year-old Liu Chung-lin. “Otherwise, it 
will always be an issue.” = 

Chiu Piling contributed to this article 


THE VIEW FROM BEIJING: A SLIVER OF HOPE WOULD BE WELCOME 


Less than a month before Taiwan’s presidential elections, the 
mood in Beijing is, as the Chinese saying goes, “outwardly 
relaxed, but inwardly tense.” China has said that it will not inter- 
fere with the election. Security analysts detect no major military 
deployments on either side of the Taiwan Strait. Nor have jittery 
local investors started fleeing from China’s stockmarkets. 

Beijing has pledged not to use force to reunify with Taiwan “as 


long as there is a sliver of hope,” as 
Premier Wen Jiabao put it shortly 
before visiting the United States in 
December. China will most likely 
declare that it has found such a 
sliver, analysts say, allowing it to 
climb down from its threats. Beijing 
has said the election and referendum 
push the island dangerously close to 
independence, which will be pre- 
vented by force if necessary. 

“That’s something that’s changed 
over the last couple of years: China 


THE FINAL OPTION: Mainland Chinese 
marines on exercise 


March 4, 2004 





will now settle for the status quo,” says Steven Goldstein, an 
expert on cross-strait affairs at Smith College in Northampton, 
Massachusetts. “They just want no change.” 

But if the worst-case scenario for Beijing becomes reality 
and President Chen Shui-bian wins a second term and gets 
what he wants in the referendum, then Beijing’s leaders could 
have little or no kind of victory to claim, and be under heavy 


political pressure to act militarily. 

At present, opinion among China’s 
leaders appears divided over what 
combination of military iron fist and 
diplomatic velvet glove could scuttle 
Chen’s plans. “The leadership has a lot 
of policy options, all with uncertain 
consequences. Nobody is certain which 
option is best,” says Shi Yinhong, 
professor of international relations at 
People’s University in Beijing. 

Beijing’s public pronouncements 
have been calculatedly restrained so 
far. On February 11, Taiwan Affairs 
Office spokesman Zhang Mingging told 
a press briefing: “We won't get > 
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-_True-Patriot Games 


Love of country is used as a blunt instrument against pro-democracy activists in Hong Kong 
by China’s state media. It’s a conflict of words and ideas, so far 


_ HISTORY, OPPORTUNISM and conviction have combined to 
make patriotism a politically explosive concept in post-colo- 
nial Hong Kong. Does the city’s Beijing-backed Chief Exec- 
utive Tung Chee-hwa qualify as a true patriot when his wealthy 
Shanghai family fled the communists to settle and prosper 
under British protection in Hong Kong? Is veteran law- 
maker Szeto Wah, who helps organize an annual candlelit vigil 
for victims of the 1989 Tiananmen Massacre, a patriotic 
Chinese? What about construction tycoon Gordon Wu, who 
was knighted by London but is still feted in Beijing? 

Sure enough, a concerted barrage of articles in China’s 
state-run media insisting that Hong Kong’s future leaders 
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By David Lague/HoNnG KONG 


must be “patriots” has unleashed a heated debate between 
pro-Beijing and pro-democracy forces. This campaign since 
early February is also a clear signal that Beijing is gearing 
up to reject popular pressure in Hong Kong for rapid demo- 
cratic reform. “In a way, people can be intimidated by this 
kind of a political campaign,” says Law Yuk-kai, director of 
watchdog group Hong Kong Human Rights Monitor. “They 
know that Beijing will have a very strong say, no matter how 
strong the call for democracy in Hong Kong.” 

For some students of Chinese politics, the strongly worded 
commentaries, legal opinions from mainland scholars, warn- 
ings against separatism from senior officials and even a recy- 
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cled speech from the late Communist Party titan Deng Xiaop- 
ing are strongly reminiscent of the classic political movements 
from the earlier, turbulent years of communist rule. This shows 
how seriously Beijing is taking the challenge from Hong 
Kong’s reinvigorated pro-democracy movement. Galvanized 
after a 500,000-strong popular protest against Tung’s admin- 
istration and its plans on July 1 last year, pro-democracy groups 
in Hong Kong have been pushing for direct elections of the 
next chief executive in 2007 and a fully elected Legislative 
Council in 2008. 

This pressure for true democratic change in Hong Kong 
comes when the mainland leadership is also worried about a 
growing sense of Taiwanese identity influencing the island’s 
March 20 presidential election. However, unlike Taiwan, Hong 
Kong is very much under mainland control and Beijing appears 
determined to regain the initiative. This could be a decisive 
political battle for the Communist Party. Already there are signs 
that the July 1 protest, along with subsequent marches, are 
beginning to influence sentiment on the mainland, particu- 
larly on the Internet which is fast becoming the main forum 
for dissidents. The February 17 arrest of high-profile cyber-dis- 
sident Du Daobin on subversion charges is linked to essays he 
wrote in support of the July 1 protest and other issues. 

Beijing's concerted attack began after Hong Kong’s Chief 
Secretary Donald Tsang led a delegation to Beijing for talks 
on political reform on February 9. Tsang, a career public ser- 
vant and strong supporter of democratic reforms under the last 
British governor, Chris Patten, was knighted by Prince Charles 
on the penultimate day of colonial rule—June 29, 1997. He 
dropped the British honour next day. On February 10, the 
official Xinhua news agency said Tsang was told that Hong 
Kong exercised its high degree of autonomy under Beijing's 
authority and that the central government's views on political 
change must be taken into account. “The self-governance of 
Hong Kong principle is that the main body of those who gov- 
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P Ne 4 ; ERYS A N 
CHALLENGE TO AUTHORITY: The march on July 1, 2003, by 
500,000 Hong Kong protesters 


ern Hong Kong must be patriotic,” the Xinhua statement said. 

That set off mud-slinging in Hong Kong, with pro-Bei- 
jing tycoon Wu calling for Hong Kong's government to enact 
national-security laws shelved because of the July 1 protest. He 
said this would prove Hong Kong's patriotism. Another tycoon, 
Tsang Hin-chi, accused leading democrats including Szeto 
Wah and Martin Lee of lacking patriotism for opposing the 
draft laws. The lawmakers hit back and the debate intensified. 

As other figures including Tung and his former deputy, 
Anson Chan, entered the row in a bid to stop the accusations 
and counter-accusations, Beijing on February 19 re-released the 
text of a 1984 speech by Deng in which he defined the patri- 
otic qualities demanded of Hong Kong’s leaders after the han- 
dover. “We don't demand that they be in favour of China’s social- 
ist system, we only ask them to love the motherland and 
Hong Kong,” Deng said. 

Despite his moderate tone, other mainland outlets still 
questioned the patriotism of democrats. On February 20, the 
English-language China Daily said residency in the Hong 
Kong Special Administrative Region of China was not enough 
to qualify people for political leadership. In what was widely 
interpreted as an attack on pro-democracy lawmakers, the 
paper said some people “currently in positions of power” were 
not fit to rule Hong Kong. “They are opposed to national-secu- 
rity legislation, organize activities against the central gov- 
ernment, invite foreign intervention in Hong Kong affairs 
and lend open support to Taiwan independence,” it said. 

It is too early to determine whether Beijing’s campaign 
will dilute popular support for democratic change. Veteran 
activists believe that in the long run, the tactic will fail. “Peo- 
ple will soon be bored with this discussion,” Law says. But 
that doesn't mean democrats will prevail. Buried in the ava- 
lanche of commentary from Beijing was one clear threat. If 
pro-democracy forces gain control of Hong Kong’s Legislative 
Council at polls in September, the council could be dissolved, 
according to remarks.by.a senior Chinese official quoted in 
Hong Kong's pro-Beijing Wen Wei Po daily. That could leave 
openings for “real” patriots to-sit iù a new chamber. = 
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Sound Idea Takes Off 


Finally, legal on-line music is coming to Asia. Singapore's Soundbuzz issigning deals with 
regional partners and record labels to deliver legal downloads. Expect to see more sites soon 


By Cris Prystay/SINGAPORE 


DUET: Soundbuzz 
CEO Sudhanshu 
Sarronwala (right) 
and co-founder 
Simon Lower 


Munshi Ahmed /REVIEW 





INNOVATION | 


IN 1999, Sudhanshu Sarronwala quit his 
job as managing director of MTV Asia to 
start up on-line music store Sound- 
buzz.com in Singapore with three part- 
ners. Good idea, bad timing: They were 
about four years too early. 

The plan was to sell music tracks via the 
Internet for a fraction of the price of a com- 
pact disc. However, record labels worldwide 
werent eager to grant permission to sell 
their music on-line. And besides, Asian 
consumers had easy access to both pirated 
CDs and illegal free downloads. Why 
should they pay for on-line music? 

Frustrated, Sarronwala and the team 
changed tack. Soundbuzz began pro- 
viding its downloading technology and 
database of tracks to companies such 
as Microsoft’s MSN, Nokia and Yahoo! 
that wanted to sell downloadable music 
and ring tones for mobile phones. A 
host of Asian Internet-music sites, includ- 
ing Audioload.com in Singapore and 
Gogo.com in Hong Kong, shut down, but 
Soundbuzz limped along. 

Fast-forward to 2003 and everyone’s 
singing from the on-line music sheet. 
When Apple launched the iPod music 
player and on-line music store iTunes, 
chief executive Steve Jobs persuaded 
record companies that digital music was 
the way to go. Major record labels signed 
up to sell music downloads with iTunes at 
99 cents per song. The site went live in the 
United States in April and sold 500,000 
downloads per week to Macintosh com- 
puter owners; in October, the service was 
extended to PC users, who bought 1.5 mil- 
lion tracks in the first week. 

Now, that success is resonating in Sin- 
gapore: After four lean years, potential part- 
ners are beating a path to Soundbuzz’s 
door and the company is poised to grab a 
chunk of Asia’s on-line music market. 

Soundbuzz signed a deal in January 
with Australian telecoms company Tel- 
stra to sell music downloads there with 
Bigpond, Telstra’s broadband Internet- 
service provider. Soundbuzz has also 
recently inked deals with major broad- 
band providers in Singapore, Hong Kong 
and Taiwan to provide similar services in 
those countries. 

“There is a first-mover advantage, and 
we've sort of hung in there for four years 
just cleaning the gun, so to speak,” says 
Sarronwala. “I’m really glad we held out. 
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The opportunity to scale up and become a 
dominant player is now very real.” 
The Singapore music site will be on- 
line by the end of March and the sites in 
Hong Kong and Taiwan by the end of May. 
The Australian site went live in January, 
offering downloads for $1.15 per track. Sar- 
ronwala declined to disclose who his 
broadband partners are. Industry execu- 
tives, however, say the Singapore service 
will be offered by Singapore Telecommu- 
nications, the state-controlled media giant. 
Singtel declined to comment. 
Partners in Soundbuzz include Koh 
Boon Hwee, former chairman of Sin- 
gapore Airlines, Singapore-listed 
consumer-electronics com- 
pany Creative Technologies, 
which took an 18% stake in 
2000, and British record 
label EMI Recorded Music. 
Right now, Apple’s 
iTunes service is only avail- 
able in the U.S.—to the an- 
noyance of iPod users in 
Asia. But it’s likely that 
iTunes and U.S. competi- 
tors such as Rhapsody and 
Napster will make their way 
east. That’s good news for 
consumers. But is it good news for Sound- 
buzz? Sarronwala says he’s unfazed by the 
likelihood of such competition. “This is 
an industry-making moment, not a mar- 
ket-share-making moment,” he says. 
The market for music downloads on 
on-line subscriptions in the U.S. will 
be worth $4.5 billion, or about 33% of 
total music sales, by 2008, according 
to U.S.-based Forrester Research. “For 
the digital market to grow to that sig- 
nificant a size, it’s not going to be done 
by one or two big players. We’ll need four 
or five players in each market to create a 
groundswell,” Sarronwala says. In Asia, 
music sales in all formats were worth $6 
billion in 2002. Sarronwala expects on- 
line sales to comprise 10% of that within 
two years. 
Apple officials declined to comment 
on the company’s plans for iTunes outside 
the U.S. Record-industry executives in 
Asia, however, say that all the big U.S. on- 
line music companies have expressed 
interest in the region. A recent report 
on digital music by the International Fed- 
eration of Phonographic Industries >> 















































APPLE LEADS 
THE CHARGE 


The digital music industry credits 
Apple with breathing life into the 
moribund on-line music market. 

Music-company executives 
initially resisted on-line sales, 
fearful that they would erode 
sales of CDs through music 
shops. A few record labels, 
including BMG Entertainment 
and Universal, tried selling music 

on Web sites of their own, but 
customers didn’t bite. 
Consumers, they 
discovered, prefer 
shopping at 
aggregate sites 
where they can 
find everything, as 
they would in a 
regular music store. 
But Apple chief 
executive Steve Jobs 
not only had clout with 
record industry executives—he 
had the right technology. The 
iPod, a portable player that 
holds 10,000 songs and works 
with both Macintosh computers 
and PCs, has flown off shelves. 
Music-hungry consumers in the 
United States have downloaded 
more than 30 million songs 
from Apple’s iTunes on-line 
store since it started operations 
in April. 

“It was the Apple deal that 
paved the way to prove to the 
recording industry that this is a 
legitimate path to sales,” says 
Sudhanshu Sarronwala of 
Singapore’s Soundbuzz. 

Now everyone from Wal-Mart 
to Coca-Cola is getting into the 
digital music game. Those 
companies, along with MTV, 
Amazon and Microsoft, plan to 
start their own on-line music 
stores this year, according to the 
International Federation of 
Phonographic Industries. 

Cris Prystay 


Jobs shows 
off the new 
iPod mini 
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(IFPI) predicts that iTunes will be available 
in Europe and Japan this year. 

The Asian market puts extra hurdles in 
the way of on-line music companies. Con- 
sumers here prefer not to shop on the 
Internet because they dort like giving out 
their credit-card numbers. Many young 
people dont even have credit cards. Sound- 
buzz solved these problems by structuring 
its four Asian ventures so that the charge 
of each track purchased appears on the 
user's Internet bill. 

Piracy is a stickier issue. In the U.S., 
fee-based music portals have been able to 
lure consumers from illegal sites that dis- 
tribute pirated music tracks free of charge 
by offering a wider array of music and 
easy-to-use technology on one hand, and 
scaring them with the threat of legal 
action on the other. Record companies 
began taking individual consumers—not 
just illegal free-music sites—to court in 
the U.S. last year for illegal music down- 
loading. IFPI estimates that the num- 
ber of illegal files available on these ille- 
gal peer-to-peer file-sharing Web sites 
dropped 20% from their peak in April, 
2003 to about 800 million by the end 
of the year. 

But in Asia, consumers can still buy 
pirated CDs on the street for a few dol- 
lars apiece. That will likely blunt the 
industry’s growth. Sarronwala insists 
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there’s still potential. “Piracy will likely 
have the same impact as it does on phys- 
ical sales. The uptake might not be as fast 
as it should be,” he says. “Instead of tak- 
ing one year for digital sales to account 
for 10% of the market, it could take two 
years. But it will grow.” 

In Asia, a handful of other companies, 
including ilikepop.com and clickbox.co.kr 
in South Korea, still offer music on-line. 
But Soundbuzz, which has offices in nine 
Asian countries and digital-music distri- 
bution deals with Go local and international 
record labels in the region, has the broad- 
est base, according to the IFPI. 


FINALLY BUZZING 

“Sticking to their guns through the lean 
years is really paying off now,” says Mark 
Lankester, the regional new-media direc- 
tor for Warner Music Asia-Pacific, which 
has digital-music distribution agreements 
with Soundbuzz. “They've got all the 
expertise, all the formats, everything we 
require. They're well set up.” 

Soundbuzz has sold music on-line in 
India through a venture with media com- 
pany India Times since 2002. Record com- 
panies there, which sell mostly local pop 
hits from Bollywood musicals, werent as 
reluctant as global labels. Sales have been 
slow because they've signed up just two big 
labels along with a handful of smaller ones. 





But two to three more big players are 
poised to sign deals, pushing the site 
toward critical mass, Sarronwala says. 

Even after it abandoned its original 
business model elsewhere in Asia, 
Soundbuzz maintained its regional pres- 
ence by providing technology and con- 
tent for MSN’s Australian unit. At 
ninemsn.com.au's music page, for exam- 
ple, consumers can download ring tones, 
read up on music news and download 
the odd promotional track offered up 
by record companies. 

“It was a good survival strategy,” says 
Sarronwala. The arrival of mobile phones 
with polyphonic ring tones helped spur © 
sales. The company, which had $880,000 
in sales in 2001, jumped to $2 million 
in 2002 and $2.5 million last year. Sound- 
buzz, which was founded by Saronwalla, 
Steve Lower and two other partners who 
are not active in the company, made its ~ 
first operating profit in the fourth quar- 
ter of 2003. 

The strategy also kept Soundbuzz in 
close contact with both the music and 
telecommunications industries. In 2002, 
Telstra asked the company to make a 
series of pre-paid phone cards out of mini- 
discs that contain a song and video by one 
of several local artists. When Telstra 
wanted to get into the digital-music busi- 
ness, they called Soundbuzz back. # 
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Still Squealing 


China’s Internet dissident, the Stainless Steel 
Mouse, is out of jail and back on-line 


By Anthony Kuhn/BEIJING 


IN 2001, a group of Internet enthusiasts from around China 
met in Nanjing to pass the October 1 National Day holiday. 
Absent from the group was Liu Di, known on-line as the Stain- 
less Steel Mouse. But to commemorate the meeting, she wrote 
a tongue-in-cheek report on the first plenum of the “Persim- 
mon Oil Party.” The article spoofed the Chinese Communist 
Party’s first national congress, held in 1921 in Shanghai. 

Just over a year later, Liu Di found herself explaining to 
police interrogators that it was only a joke, and that there 
really was no “Persimmon Oil Party.” The shadowy Leviathan 
that Liu had mocked and jabbed at on-line had suddenly 
materialized and swallowed her up, only to spit her out later. 
After secretly detaining her in Beijing’s Qincheng Prison 
for a year without formal charges, authorities concluded 
that Liu’s offences were too minor to warrant a trial, and 
she was released on bail on November 28, 2003. 

Liu’s case illuminates the limits of association and on-line 
expression, and the dangerously thin line in China between 
throwing a party and establishing one. Over 50 other cyber- 
dissidents remain in jail or detention, according to human- 
rights group Amnesty International. 

“I had considered the possibility of detention, but I never 
thought it would happen to me,” Liu says in a recent phone 
interview with the Review. “I never thought that my writings 
threatened anyone, but I can imagine that they might have 
angered people.” 

“She dodged a bullet, big time,” says John Kamm, head of 
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ROLE REVERSAL: Recently released Liu Di is now 
calling for the release of supporter Du Daobin 


the Duihua Foundation, a San Francisco-based human-rights 
group that has requested information on Liu’s case from 
the Chinese government. Kamm notes that convictions on 
subversion charges often bring prison terms of 10 years or 
more. But he is encouraged by the fact that, as with Liu's case, 
state prosecutors are returning more political cases to the 
police for lack of evidence. 

Despite her narrow escape, Liu, now 23, remains under a 
cloud. Beijing Normal University, where she was studying 
psychology prior to her arrest, has not allowed her to return. 

Liu began her on-line adventures as a college sophomore, 
frequenting on-line current-events forums that discussed 
politics and human rights. She gained access to bulletin 
boards unknown to average Net users and used proxy servers 
to get around police blocks on “politically sensitive” material— 
usually critical articles on domestic sites and news from 
overseas Chinese-language sites. 

When authorities shut down some of her favourite sites and 
detained Internet writers, she spoke out. She subsequently 
posted 12 articles on-line that shared a keen eye for the Kafka- 
esque absurdity of political repression in an authoritarian state, 
In one, she called for the establishment of the “Society For Advo- 
cating The Exchange Of Power For Money” to hasten the spread 
of corruption and the eventual collapse of the party-state. In a 
satirical stab at China’s secret police, she mused: “If the state 
security system keeps expanding, they’ll be getting cops on 
the street to record every sentence pedestrians speak.” 

In prison, Liu Di witnessed the inner workings of the 
security apparatus she had criticized. Instead of an efficient, 
Orwellian machine, she found the system “in a schizophrenic 
state,” with different departments out of touch with one 
another and issuing contradictory statements. 


THE POWER OF THE NET 

She emerged from prison to find that, during her detention, 
the Internet had played a key role in pushing for civil rights. 
Her own case was an important part of this movement. Her 
supporters had notified overseas human-rights groups of her 
case and circulated petitions calling for her release. For 
their efforts, three of Liu’s supporters were detained, and 
authorities have formally charged one Internet writer, Du 
Daobin, with subversion. Liu recently returned the favour 
by signing an on-line petition calling for Du’s release and a 
review of China’s subversion laws. 

She writes in a recent essay posted on http://weijing- 
sheng.org and other sites, “Our communications are quicker, 
our work more transparent and our organizational structure 
more democratic” because of the Internet. 

She feels wiser now, and her family says that she is less 
introverted. “Now she seems more grown up, more polite,” says 
Liu Heng, her grandmother. Only after her detention did Liu 
Dis family begin to discover her essays. “I thought she felt they 
werent good enough to show people,” her grandmother says. 
“But I was surprised. They were quite well written.” = 
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Goodbye, Cash—And More... 


On-line scams are not only becoming more sophisticated—they’re becoming increasingly 
sinister, too. Now scammers can steal not just your money but your very identity 


A FEW WEEKS AGO talked about the dangers of 
“phishing” e-mails (Look Out! It’s a Scam, Feb. 5) 
that fool you into thinking that they are from your 
bank or from a transaction-oriented Web site 
like eBay or PayPal, then lure you to a Web site 
where they get you to give away your private data, 
such as passwords and log-on profiles. I wish I 
could say that since writing things have improved. 
Sadly they haven't. 

The Anti-Phishing Working Group, an indus- 
try body set up a few months ago, reported 176 new 
unique phishing attacks in January, a 52% increase 
over December. In the time it’s taken me to write 
this column I’ve received nine phishing e-mails, all 
of them good enough to keep me guessing about 
whether they're legit or not. 

And now there’s something new to worry about: 
viruses that take a short-cut through this process by 
insinuating their way into your computer, then 
recording all your keystrokes when you type in pass- 
words to access Web sites such as your Internet 
bank account. So far, there are not too many of these 
viruses—or more accurately, Trojans—but expect 
to see more of them: Asian and Australian banks 
seem to be a particularly popular target. 

These Trojans work like this: You receive an 
e-mail that could appear to be anything, from a let- 
ter suggesting you have received some Valentine 
e-greetings to one from a mysterious “friend” who 
tells you your name has been mentioned in a 
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police investigation. Whatever the method, the e-mail will then 
persuade you to visit a Web site, which looks harmless but will 
in fact quietly load the Trojan virus into your computer. The soft- 
ware will then wait until you try to access your bank account, then 
swipe your passwords and mail them to someone, possibly in 
Russia, which is where security experts suspect many of these 
Trojans originate. The Anti-Phishing Working Group saw only 






KEYBOARD SPIES ARE WATCHING 


Capturing keystrokes is not rocket science, and it’s also more 
common than you might think. Keylogging software is freely 
available, and plays on one’s fears. SC-KeyLog 2, a free keylogger 
made by a Dutch software company called Soft-Central, is 
invisible, and will quietly mail back to you everything it cap- 
tures. Here’s the blurb: “Do you want to know what your chil- 
dren, spouse or others are doing on your computer while you 
are away? Want to monitor activity on remote systems? . . . 
Secretly track all typed e-mails, chat conversations, docu- 
ments, Web pages, usernames, passwords and more.” 

That’s not all. The Google ad service advertises several similar 
products, one of which offers to “secretly monitor and record all 
your computer keystroke activities.” 

Another way to capture keystrokes is through hardware— 
usually in the form of a widget that is placed in the keyboard 
socket of a PC; the keyboard is then plugged into the widget, 
which captures all the keystrokes. As the keyboard socket is 
usually on the back of the computer, chances are the user 
won't notice, and the person doing the monitoring can just 
grab the widget at the end of the day and download all the 
captured keystrokes. 





one of these attacks in December. In January there were five. 
No figures are available for this month, but it shows no sign of 
getting better. “Unequivocally, it’s going to get worse,” says 
Doreen Pooler, anti-fraud product manager for MailFrontier, a 
California-based security company. “The combination of the mon- 
etary incentive is now coupled with the power-rush thrill asso- 
ciated with hacking.” 

Take, for example, United States-based student Aman Gupta, 
who received an e-mail the day after Valentine’s Day informing 
him he had been sent an e-card by someone at 123greetings.com. 
(An e-card is the on-line equivalent of a greeting card; the recip- 
ient will usually receive it via e-mail containing a link to a Web 
page where he or she can view the all-singing, all-dancing greet- 
ings.) Gupta writes on his Web site: “The e-mail looked a little bit 
suspicious . . . However, being the lonely geek I am, I clicked 
on the link hoping that I had a secret admirer who had e-mailed 
me a card for Valentines Day. . .” 

Gupta was lucky: He wasnt using Microsoft’s Internet 
Explorer browser. If he had been, a whole lot of sleazy things 
would have gone on with his computer, all of them designed to 
log whatever he typed into his computer when he accessed cer- 
tain Web sites. These Web sites are mostly banks, including ones 
in Hong Kong, Japan, Malaysia, Spain, Thailand, the Netherlands, 
Italy, Ireland, the U.S., Britain, Singapore, Australia, France 
and Italy. It will capture the relevant keystrokes—passwords, 
etc.—and then e-mail them to a Web site somewhere. 

Gupta’s tale reveals how complex and tricky these Trojans 
are. Phishing e-mails are becoming more and more sophisticated, 
both in terms of how they try to trick you into doing what they 
want—what's called social engineering—and in what they do once 
you've fallen for them. No longer are phishing e-mails just pre- 
tending to be from your bank or on-line payment company, Pay- 
Pal. Some recent Australian e-mails appeared to be from a friend 
informing the recipient that their name had been mentioned in 
a police investigation. Clever: Who wouldnt want to find out more, 
by clicking on the Web site conveniently given in the e-mail? 


IDENTITY CRISIS 

But what are the people behind these scams after, exactly? A few 
weeks back the answer would have been simple: Your money. That’s 
not good news, of course, but at least there’s a limit to what they 
can take, and, chances are, your bank will make sure you see 
your money again. But more recent phishing scams have gone fur- 
ther: A very believable e-mail that purports to come from Pay- 
Pal—recently purchased by the Internet's largest auction house 
eBay—tries to get you to hand over not only your name and account 
details but your entire identity, including your address, credit- 
card details, Social Security Number, ATM card PIN, your mother’s 
maiden name, your date of birth and driver's licence number. 

As Daniel McNamara, an Australian who has tracked most 
of the main phishing scams, says: “This goes beyond the standard 
‘wanting to access your money’ phishing scam. The information 
gained from this would allow the phishers to totally assume the 
identity of their victims and use it for other frauds.” 

What to do? If you think your computer may contain a 
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KEEP YOUR GUARD UP z 


When it comes to data theft, don’t just think 
money. MailFrontier, a California-based company 
that provides messaging security, points out that n 
phishers are targeting IT departments as well, 
spoofing employees with official-looking internal 
emails to induce them to give up passwords and © = as 
network login information. Then all kinds of corpo- 
rate data can be stolen at will. 

A recent press release from MailFrontier cites Sa 
a case in which new hires at a large media com- 
pany received an e-mail written in the official “a 
corporate format. It asked them to re-authenticate _ 
their SecurlD cards—login cards with frequently — 
changing PIN numbers—by providing serial num- 
bers, corporate usernames and PINs. The request, __ 
MailFrontier said, appeared to come from the IT 3 


as i 


department, and several new employees provided a 
the information. The result: The } 
company’s network was compro- 
mised, exposing secure corpo- 
rate assets and employees’ 
personal information. It’s hard to 
know how widespread this f 
problem is: “We’re aware of 
internal enterprise network- 
access phishing occurring over a : 
year ago,” says MailFrontier’s Pooler. “Understand- 
ably, companies are reluctant to discuss the 
specifics of this type of security breach.” The 

bottom line: Whether you're at home or the office, 
someone could profit from getting access to what ie 
you have access to, so be suspicious. p 
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keylogger, don’t waste time. Download SpyCop 
($50 or more) from www.spycop.com and run a 
sweep of your computer. Then, if you're sure 
you're in the clear, be very careful about any e-mail 
you receive that you're less than certain about. 
Remember, Trojans can get into your computer 
just by visiting a Web site, so think hard before 
you click on any link in an e-mail. That click could 
take you to a Web site that may look empty, but 
is probably loading some nefarious code onto 
your computer. 

If youre not 100% sure about anything, 
whether it’s a greeting card, an e-mail from your 
bank, or even a Web site link from someone you 
don't recognize, don't click on anything. Even, I’m 
sorry to say, a Valentine card. = 

More musings and 
alerts at http://loosewireblog.com 
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China Life 
Stumbles 


China Life Insurance raised $3.5 billion through an initial public 
offer in 2003. Now questions about the accuracy of information in 
its prospectus threaten the credibility of future Chinese listings 


WHEN MAINLAND insurance giant China 
Life launched its initial public offering in 
Hong Kong and New York last year, it 
included 19 pages of risk factors in a tele- 
phone-directory-sized prospectus. “You 
should pay particular attention to the fact 
that we are a PRC company and are gov- 
erned by a legal and regulatory environ- 
ment that in some respects differs from 
that which prevails in other countries,” the 
company warned. Clearly, investors in the 
midst of a China IPO frenzy were not 
deterred. The public portion of the Decem- 
ber 19 float was oversubscribed 172 times 
as the company raised $3.5 billion in the 
biggest IPO of 2003. 

But the warnings may have been inad- 
equate. On February 2, the hard-hitting 
head of the China National Audit Office, or 
CNAO, Li Jinhua, revealed that his audi- 
tors had last year uncovered irregularities 
involving about 5.4 billion renminbi ($652 
million) in the accounts of China’s Life’s 
state-owned parent, China Life Insurance 
(Group) Company, or CLIC. 

Hong Kong’s two market regulators, 
the Securities and Futures Commission, or 
SFC, and Hong Kong Exchanges and Clear- 
ing refuse to comment on individual cases. 
But officials from both organizations have 
told the Review that they are examining 
whether China Life should have disclosed 
the CNAO audit in its prospectus. They are 
also probing whether the company is guilty 
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By David Lague/Honc KONG 


of selective disclosure in briefing key 
investors on the CNAO findings during a 
February 2 conference call. In a February 
3 statement to the Hong Kong stock 
exchange, China Life said the CNAO rou- 
tinely undertook annual audits of state- 
owned enterprises, financial institutions 
and government departments. Last year, 
it admitted, CLIC had been audited but the 
period covered was to the end of 2002, 
six months before the company was 
restructured on June 30, 2003, ahead of the 
China Life float. 

In a statement carried on the CNAO 
Web site, Li said auditors had uncovered 
2.4 billion renminbi in illegal agents’ serv- 
ices and premium payments, embezzle- 
ment of 2.5 billion renminbi and other 
criminal matters involving 489 million 
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renminbi. On February 4, China Life 
shares fell 7.6% in New York and 3.7% in 
Hong Kong. Within days, two of the four 
sponsors of the China Life float, Citigroup 
and CSFB, advised investors to sell the 
stock, though neither cited the audit to jus- 
tify their recommendations. Both said the 
company’s shares were overpriced. 
Senior officials in Beijing have played 
down the CNAO findings at a time when 
Chinese companies are planning to raise 
up to $15 billion in a series of IPOs out- 
side the mainland this year. Another 
mainland insurer, Ping An Insurance, is 
planning a $2 billion Hong Kong listing 
in the second quarter of this year. The 
chairman of the China Insurance Regu- 
latory Commission, Wu Dingfu, insisted 
at a February 13 press conference in Bei- 
jing that China Life had complied with 
Hong Kong's listing rules. “The national 
audit office carried out normal annual 
auditing work on the former China Life, 
please note that it is the former China 
Life, and mainly audited issues before 
2002,” Wu said. “China Life Insurance 
listed complying with the law and passed 
auditing by several internationally well- 
known intermediary institutions, account- 
ing firms and ratings agencies.” 
Despite these attempts to distance 
China Life from its parent, the two com- 
panies are closely linked. CLIC owns 75% 
of China Life and there is considerable 
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overlap in top management. China Life’s 
chairman, Wang Xianzhang, is president 
of CLIC while China Life’s vice-president, 
Miao Fuchun, was vice-president at CLIC 
from 1999 to 2003. 

Ahead of the Hong Kong listing, CLIC 
carved out policies issued after June 1999 
and transferred them to China Life, leav- 
ing behind policies that had been sold ear- 
lier with guaranteed rates of return. Older 
policies like these, offered before a 1998 
government ban on guaranteed returns, 
have been partly responsible for heavy 
losses in the Chinese insurance indus- 
try due to falling interest rates. CLIC 
posted losses of 6.9 billion renminbi in 
2000, 3.3 billion renminbi in 2001, 2.2 
billion renminbi in 2002 and 714 million 
renminbi in the first half of 2003. 

While the Hong Kong and New York 
stock exchanges listed China Life despite 
its lack ofa track record, investors appear 
to have discounted its parent’s losses and 
put their faith in the future of what prom- 
ises to be a huge insurance market. The 
official New China News Agency 
reported on February 11 that mainland 
insurance premiums paid last year 
jumped 27% to $46.88 billion, taking the 
total assets of insurance companies to 
$110.8 billion. And, there is plenty of 
scope for further growth. Surveys show 
that only about 30% of people in China’s 
major cities have insurance policies, com- 
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pared with 75% coverage in Hong Kong. 
China’s insurance industry clearly has 
potential, but the CNAO findings are 
another sign of serious shortcomings in 
mainland corporate-governance standards. 
Apart from China Life, CNAO auditors also 
uncovered what the official media described 
as “striking problems” inside China’s 
biggest bank, the Industrial and Commer- 
cial Bank of China. In its statement, the 
CNAO said it had found evidence of fraud- 
ulent loans and poor lending practices to 
state-owned enterprises and local govern- 
ment. ICBC is expected to seek listing out- 
side the mainland in 2006 if investor sup- 
port for China issues remains strong. 


SPATE OF SCANDALS 
In the meantime, a spate of scandals 
involving Chinese companies already 
listed outside the mainland could under- 
mine investor confidence in future IPOs. 
This presents a major challenge for the 
Chinese leadership, which sees foreign 
listings as a crucial tool in raising funds 
and improving the management of 
domestic companies. Other mainland list- 
ings that have been linked to scandal 
include horticultural exporter Euro-Asia 
Agricultural (Holdings) and the Bank of 
China (Hong Kong). 

Euro-Asia chairman Yang Bin was 
convicted of fraud in China last year and 
jailed for 18 years. The company’s shares 


MIXED SIGNALS: Audit 
chief Li gave China Life a 
fright, but his actions 
could help other firms 
come clean 





remain suspended while regulators probe 
the preparation of listing documents 
ahead of its 2001 float. The Bank of China 
on February 20 announced that the for- 
mer chairman of its Hong Kong unit, Liu 
Jinbao, had been arrested on suspicion of 
committing economic crimes. 

Another problem for investors is that 
there is little or no transparency in main- 
land investigations and prosecutions of cor- 
porate crime. Some Hong Kong corporate 
investigators also say privately that there are 
also considerable problems in obtaining 
information from suspects or witnesses on 
the mainland. But, in a February 20 state- 
ment, the SFC said that cooperation with 
the mainland China Securities Regulatory 
Commission was excellent. “This cooper- 
ation is vital to Hong Kong's continuing 
development as the premier capital-for- 
mation centre of China,” it said. 

While some market commentators 
see the spate of bad news from main- 
land companies as a threat to investor con- 
fidence, others see a silver lining. Lehman 
Brothers analyst Tracy Yu believes that the 
CNAO audit shows that mainland man- 
agers are now under increased scrutiny. 
“I’m not concerned,” she says. “The fact 
that the parent is being investigated will 
actively put the company under the spot- 
light and increase the discipline of its 
management. This explains why the share 
price has been so resilient.” = 
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| Interview 


MAURICE GREENBERG 


China Should Moderate Growth 


A top global insurer, American International Group has had a long history of operating in 
Asia—but even for the veteran, the opportunities have never seemed brighter 





AMERICAN INTERNATIONAL Group's chief executive, 
Maurice “Hank” Greenberg, who moulded AIG into a giant of the 
global insurance industry, spoke with the Review's Murray Hiebert 
at his office in New York. Asia, where AIG has operations in 19 
countries, has emerged as the firms most profitable region under 
the guidance of this Korean War veteran, whose office walls are 
lined with photographs of him with Asian and American political 
leaders of the past three decades. The blunt-speaking Greenberg 
downplayed the global threat of a potential Chinese economic 
downturn and urged Washington to move quickly to try to resolve 
the nuclear-weapons crisis in North Korea. Excerpts: 
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HOW DO YOU SEE CHINA'S IMMEDIATE PROSPECTS? 
I think the new leadership has gotten off to a pretty 
good start. Hu Jintao and Wen Jiabao have dealt 
with some problems quickly and openly. They’re 
focusing on the areas that have lagged the eco- 
nomic gains of the coastal regions. They're more 
sensitive to that and some of their policies will 
be directed toward that. 

A big problem in China obviously is that it’s 
growing too fast. You can't grow any economy, espe- 
cially one that doesn't have all the controls in place, 
as rapidly as China is growing without getting indi- 
gestion. I think they recognize that. They're trying 
to slow some things down. The question is: Will they 
have sufficient controls to slow them down? 

The demand in China is huge; it’s a huge 
demand economy. If it slows down, it will slow 
down commodities’ prices around the world and 
shipping prices around the world. There are huge 
imports going to China. It will also affect Japan's 
exports to China, which are very significant. The 
same for South Korea. So it will have an impact on 
the global economy, but not that great. Hopefully 
they'll be able to moderate growth somewhat. 


ARE YOU CONCERNED ABOUT THE MANAGEMENT 
OF U.S.-CHINA RELATIONS? WHAT ROLE DOES 
AMERICAN BUSINESS HAVE IN HELPING MAINTAIN 
AN EVEN KEEL? 

I think the business community has been the bridge 
in many instances. Look, U.S.-China relations are 
critical. There will be no more important relation- 
ship in the world today and tomorrow than this one. 
There were times not long ago when we had a black- 
and-white relationship with China: Either we were 
engaging China or containing China. Forget about 
containing China. That’s a silly strategy for anyone 
even to contemplate. 

Engaging China is the only logical thing to do. 
We have a great deal of things that benefit both 
nations. I think the business community can be 
very important. The more we invest with China and 
the more we do business with China, and the more 
they understand about us and we about them, the 
better off we'll be. I think we've had an influence 
on that in the past and hope we will in the future. 


March 4, 2004 





_ ARE YOU CONCERNED ABOUT CHINA FACING 
_ A SLOWDOWN? 
_ If China slows down from, say, a growth rate of 9% 
_ to, say, 5%-6%—people would kill for that in other 
: countries—that would not be a tragedy. Just to 
pause a bit, not to slow the country down perma- 
_ nently, but just to have a pause to make certain that 
the excesses, if there are any building up, do not get 
into a bubble and burst—real estate being one of 
them. So I think it would not be out of line to con- 
template that. In fact, if you look at China and say 
it's growing 9%; it really is more distorted than that. 
The coastal region therefore must be growing 
maybe 15% and the interior of China growing con- 
siderably less . . . That will just spur some infla- 
tion and that’s not in anybody's interest. 


WILL THE TRADE DEFICIT WITH CHINA, 

CHINA'S EXCHANGE RATE AND THE OUTSOURCING 
OF JOBS BECOME A SIGNIFICANT ISSUE IN THE 
PRESIDENTIAL-ELECTION CAMPAIGN? 

During election campaigns, a lot of things get 
out-of focus that should not, but that’s normal in 
all countries: Look, China has a current-account 
trade surplus with the U.S., but on a global basis 


“Forget about containing China. 
That’s a silly strategy for anyone 


even to contemplate” 


they break even. From China's point of view it’s not 
a big thing. The question is as the dollar continues 
to stay weak and China’s renminbi goes down with 
it, what would happen if they'd revalue the 
renminbi or link it to a basket of currencies? 
I have a different view about that. I don't think 
it would make much difference. It wouldn't change 
the trade deficit very much. China has tremendous 
_ price elasticity. They've got a 150 million unem- 
ployed Chinese—150 million. I think it would be 
in the interests of China to accelerate opening 
the markets and make certain that they’re in full 
compliance with the World Trade Organization. 
. Then I think the currency would take care of itself. 
_I don't think that’s the main issue. Whatever they 
do here would affect relations with the rest of Asia. 
-When you start having competitive currency 
_revaluations, that’s not very good for anybody. 


“HOW'S CHINA DOING ON WTO COMPLIANCE? 
ARE YOU CONCERNED ABOUT THE HIGH LEVEL 
-OF CAPITALIZATION REQUIREMENTS FOR 

_ FOREIGN INVESTORS? 


Capitalization could be a big deal. You have to look 
_ at what the capitalization is globally for similar 














industries and why should China be choosing levels that ar 
out of step with the rest of the world. Seems to me that should b 
viewed somewhat differently. One of the big problems in China 
is the length of time it takes to get something done. In othe 
words, if there’s an agreement on WTO conditions, does th 
bureaucracy understand all of that and how soon do they comply. 
with those requirements? That’s still a nagging problem. It's. 
not being done deliberately. It’s simply the lack of infrastructure 
to get things done. 





















DOES THE NORTH KOREA NUCLEAR PROBLEM AFFECT U.S. : 
BUSINESS IN THE REGION? CAN U.S. BUSINESS PLAY A ROLE = 
IN STABILIZING RELATIONS WITH NORTH KOREA? 
I think it’s somewhat different. The North Korea regime I don’t 
think, at this point, lends itself to the kind of role that business _ 
can play in bringing about any resolution to the issues as in China 
U.S. business in China is making huge investments. You hav 
more influence when you're making lots of investments in a. 
country. There are no investments going into North Korea. © 
With respect to the nuclear issue, does it have a role? I dort 
think it plays much of role. For one reason or another, I don't think - 
most business people believe there’s likely to be an explosion of 
that issue to the detriment of South Korea or foreign business. A 
war is not going to start tomorrow or in the near future. Itsa loss 
to everyone if that happens. It seems unthinkable. The real issue 
is that we've got to bring this to a conclusion at some poin 
soon. If you believe that North Korea has the capability of creating 
nuclear devices, the longer these talks go on, the more time 
they have to do what they're doing. The negotiations get tougher 
the longer it goes on. So I hope we can bring this to a resolution — 
sooner rather than later. : 


HOW DO YOU SEE AIG’S PROSPECTS IN ASIA IN THE NEAR TERM? : 


Asia is so huge, AIG’s role is a pipsqueak compared to the size 
of the region. It’s a region where AIG was born. So we have a long _ 
history in the region. In many ways, we consider ourselves an 
Asian company. Our roots go back there so deeply and so long. 
I think the region will be a growth region of the world for some- 
time. Maybe not every country at the same time, but the region 
itself is very dynamic and will continue to get even better. The 
education level of the people is growing. So many more people — 
have been educated abroad. The technology is getting better. The Q 
whole region is suddenly bursting and we'll continue to grow with 
it. So I’m very optimistic. 


ARE THERE SOME COUNTRIES WHERE YOU THINK YOU'LL 
DO BETTER? 

Look, | think we do well in virtually every country in the region. | 
Obviously, political stability and economic stability are important. — Le 
I’m more concerned in the near term by the Philippines and __ 
Indonesia, but they're not the biggest part of AIG’s business. 


ARE YOU LOOKING FOR OTHER CHANGES RELATING 
TO BUSINESS? 


I'd like to see China open more. After the end of 2004, they have 
commitments to the insurance sector, to open the markets more, 
That's good. I’m pretty optimistic about the region. = 
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BRAND PIRACY 


Fake-Parts Fear 


China’s ever-creative counterfeiters are giving 
the global vehicle industry sleepless nights 


By Murray Hiebert/WASHINGTON 


FOR YEARS, Chinese knock-off name-brand watches, com- 
puter software, movie DVDs and tennis shoes have created 
heartburn for global manufacturers. More recently, Chinese 
pirates have tackled vehicle parts, adding safety concerns and 
fear of liability lawsuits for malfunctioning counterfeits to the 
loss of revenue for producers of genuine components. 

“We've seen a significant uptick in the last two years,” says 
Brian Duggan, director of international programmes at the 
United States-based Motor and Equipment Manufacturers 
Association, or MEMA, which organized a conference on fake 
vehicle parts in Detroit last October. No one knows exactly 
how big the problem has become. Brian Monks, director of 
anti-counterfeiting operations for Underwriters Laboratories, 
told the MEMA conference that global trademark counter- 
feiting totalled 5%-7% of world trade, or $500 billion a year, 
with pirated vehicle parts accounting for about $12 billion. 

China is the leading source of bootleg car parts, but other 
counterfeiters include companies from Taiwan, India and 
South Korea, says Duggan. Tom Strohm, General Motors’ 
general director for marketing of service and parts, says boot- 
leggers in China “target the most frequently used parts,” 
including fluids, brakes, oil and fuel filters, spark plugs, 
batteries and windscreens. His colleague, Tony Bol, General 
Motors’ director of investigation for brand protection, says the 
company is “finding more products coming into North 
America’ in recent years, but adds that “the Middle East is the 
larger market for consumption.” 

In most instances, the counterfeits look almost identical 
to original components, though their quality is often inferior. 
Frustrated U.S. car manufacturers cite examples of brake 
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OFF-ROAD VEHICLE: Parts-copying could become a 
major cause of liability claims in China 


linings made of compressed sawdust and of transmission 
fluid consisting of cheap oil with added dye. Pirates produce 
box labels that look legitimate, making it almost impossible 
for consumers to tell the difference between knock-offs and 
authentic parts. 

U.S. officials are voicing increasing concern in public 
about the problem of pirated car parts from China. “Anything 
that can be produced in China can be counterfeited,” Charles 
Freeman, the deputy assistant U.S. trade representative told 
a hearing of the U.S.-China Economic and Security Review 
Commission, a 12-person group of private citizens appointed 
by the U.S. Congress, on February 5. “We're seeing increasing 
areas like... brakes and . . . windshields that present a 
safety issue.” 

Japanese and European vehicle-parts makers are also 
troubled by the growing counterfeiting trend. The European 
Union Chamber of Commerce in China set up a special 
working group in April 2003 with the declared priority of 
tackling component piracy. The group's position paper lauded 
Beijing’s intellectual-property laws and regulations, but 
complained that “enforcement was poor.” It adds that 
“evidently, the risk of investigation and penalties are not severe 
enough to deter the counterfeiter.” The working group says 
that in some instances, Beijing’s regulatory body allows 
“the counterfeiter to remove the infringing trademarks and 
re-use the substandard goods.” 

European and U.S. vehicle makers are anxious not only 
about the loss of sales revenue, but also about potential dam- 
age to their corporate brand, declining customer satisfaction 
and rising costs of providing warranty protection to parts they 
didnt produce. “When a product fails, customers go back and 
want a rebate,” says Duggan of MEMA. “One way a manufac- 
turer detects if there are intellectual-property problems in a mar- 
ket is if they see a dramatic uptick” in warranty claims. 


PRODUCT LIABILITY 

Another concern for parts makers is legal liability for defective 
fake components. “If someone buys a copy and an accident 
happens causing injury, we could get dragged into a lawsuit,” 
says Ed Zimmer, chief executive of ECCO, the world’s largest 
manufacturers of warning lights for commercial vehicles. 
“We'd have to prove it isn't our product.” 

U.S. officials have protested to Beijing about vehicle- 
part piracy, but they say they haven't made much headway. But 
they also complain that they don't get all the support they need 
from American companies to take action. Duggan says 
companies are reluctant to go public because they fear negative 
fallout for their operations in China. “They’re afraid of 
retaliation, subtle and overt. If the right officials want to make 
life difficult, they can. The company is at their mercy.” Instead, 
Duggan says, most MEMA member companies prefer to deal 
with the problem on their own by “trying to impose more dis- 
cipline over their distribution chain’ to ensure that their agents 
aren't marketing counterfeit components. = 
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CHINESE IPOs 


Self-Defeating 


China’s spate of initial public offerings are a bad deal 


for investors and the Chinese public alike 


By Dan Fineman 

The Chinese government describes its ambitious state-enter- 
prise share-sale plans as a central plank of its economic 
reforms. If true, China is in trouble. Although they effec- 
tively promote state interests, current Chinese initial public 
offerings serve neither investors nor the general public. 

The government claims that the sale of state-owned enter- 
prise, or SOE, shares is building a new Chinese economy. Pri- 
vate shareholders cause modern management practices to 
be injected into hidebound organizations. The increase in listed 
companies deepens capital markets. New issues provide a badly 
needed investment option for China’s thrifty savers. Eventu- 
ally, officials predict, a growing stockmarket will fund the future 
retirement of current workers. 

But government acts belie official claims. Rather than 
improve economic efficiency or enhance savers’ financial secu- 
rity, China’s IPO policies most benefit the issuer—the state. 
SOE share sales have failed to reform management, or even 
to change ownership. In China’s so-called privatizations, gov- 
ernment entities retain management control, if not majority 
stakes. New shareholders do not bring new managers. Profits 
remain a subsidiary concern to enrichment of management or 
protection of workers. Listing promotes sharp financial prac- 
tices but sustains dull operations. 

Indeed, SOE share sales often create the socialist equiva- 
lent of some listing vehicles in Southeast Asia: Owners sell 
only minority stakes, retain management control, and use IPO 
proceeds for their own benefit. 

Abuses proliferate most in poorly regulated markets. On 


MUCH DEARER 
Shanghai-listed shares command a premium 
over their Hong Kong counterparts 
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the mainland, where the state both sets loose rules 
and holds the majority stakes, the potential for mis- 
chief is especially great. 

New listings are promoting much less capital- 
market development than promised. Mainland stock- 
markets include firms from a variety of industries, 
but the fast-growing export sector lacks fair repre- 
sentation and few private firms have listed. Primitive 
IPO procedures have stunted the modernization of 
investment banking. A tradition of underpricing new 
issues discourages investment banks from research- 
ing IPOs, since all stocks rise after listing, while offi- 
cial interference in the listing-approval process 
deprives the market of its most basic function, the 
decision as to who gets capital. 

The overvaluation of mainland markets raises 
questions about government plans to sell shares 
to pension funds. Shanghai-listed stocks trade at 30 
times earnings, the highest ratio in Asia (ex-Japan). 
Higher-quality Hong Kong-listed mainland firms 
trade at roughly half Shanghai valuations, as do 
stocks in the region as a whole. Shanghai shares 
of firms with dual listings can sell for more than dou- 
ble the equivalent Hong Kong shares. 


RECKLESS BOOSTERISM 

Rather than deflate the bubble, the government 
supports mainland stocks’ excessive valuations. In 
the 1990s, bullish articles in official publications 
lifted markets. In the late 1990s, monetary pol- 
icy aimed at boosting stocks. This month, regula- 
tors announced market adjustments that seem 
designed mostly to bolster lagging sentiment. 
Throughout the past decade restrictions on main- 
land investment in Hong Kong stocks have forced 
savers to buy local shares. 

The government describes such measures as 
reforms, or economic stimuli, but they seem better 
designed to help the state sell shares than to ben- 
efit the general public. High prices will promote the 
massive IPOs the government plans, but pension 
plans gain nothing from buying at unsustainably 
rich valuations. If officials genuinely wanted to 
finance the ageing population's retirement needs, 
it would allow shares to fall, and then encourage 
savers, mutual funds and pension funds to pur- 
chase new issues. At current prices, sales of state 
shares to the public would increase China’s long- 
term pension-funding gap, not narrow it. 

The government is right to sell SOE shares, but 
a new approach is needed. SOEs should be fully pri- 
vatized, not merely listed. Reforms should improve 
market mechanisms, not support shares. And the 
government should sell SOEs at market-determined 
valuations, not artificially inflated prices. State 
coffers might fill less quickly, but China as a whole 
would gain tremendously. = 
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MALAYSIA 


In Better Hands 


Thanks to Abdullah Ahmad Badawi’s efforts to reduce the 
deficit, Malaysia is poised for sustainable growth 
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By S. Jayasankaran 

Jim Walker, chief economist of CLSA Asia Pacific 
Markets has been sceptical of Malaysia since 1998 
and stoutly resisted all offers to visit Kuala 
Lumpur to be persuaded otherwise. But on Feb- 
ruary 19, after his first day in Malaysia in seven 
years, Walker changed his mind. 

“I’m willing to acknowledge that Malaysia is in 
better shape than I thought,” he says, “and that it 
also seems to be in better hands.” Those “better 
hands” belong to Abdullah Ahmad Badawi, who took 
over as Malaysia’s fifth prime minister after 
Mahathir Mohamad stepped down on October 31. 

Walker joins a procession of analysts now laud- 
ing Abdullah, who has cracked down on corrup- 
tion, scrapped grandiose projects and promised to 
reduce waste in government contracts by man- 
dating competitive-bidding procedures. 


LOOKING GOOD 

Domestic consumption, exports and 
GDP growth are all improving in Malaysia 
Ringgit (billion) 
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The new premier has also vowed to reduce the 
budget deficit which, at 5.5% of GDP in 2003, is the 
second-highest in the region after the Philippines. 
This year, the premier has said he would cut it down 
to 3.3% though some analysts think the target is 
optimistic and contend that it will likely come in 
at about 4%. 

Even so, rating agencies Standard & Poor's and 
Moody’s Investors Service recently upgraded 
Malaysian sovereign debt on expectations of an 
improving fiscal position. 

Abdullah has also been lucky. The global semi- 
conductor sector registered increases in capital 
expenditure in the second half of 2003, boosting 
Malaysian exports, which in turn, lifted con- 
sumption and business sentiment. 

Exports grew 8% in 2003, up from 5.9% in 
2002, and analysts expect double-digit growth this 
year. Investment is also on the increase, rising 62% 
in 2003 to 29 billion ringgit ($7.6 billion) from 
17.9 billion ringgit the previous year. 

Indeed, most economists have revised their 
Malaysian growth estimates for 2003 sharply 
upwards. Final figures are expected soon. But ini- 
tially, the twin threats of the Iraq War and Severe 
Acute Respiratory Syndrome in early 2003 con- 
spired to dampen estimates, which last spring 
ranged from 3.5% to 4.5% in real-GDP terms. Now, 
revised growth estimates for 2003 could hit 
between 4.6% and 5.2%, while the growth rate in 
2004, say economists, could top 6%. 

There is a feel-good feeling about Malaysia 
these days. Interest rates are low (three-month 
money costs 2.9%), unemployment is around 
3.7%, while inflation was a meagre 1% at the end 
of January. Catalyzing the sentiment is a 35% 
jump in the stockmarket since last October—all 
prompting observers to predict a general election 
in March. 

Clouding the picture is the uncertainty over 
the ringgit, which has been pegged at 3.80 to 
the United States dollar since 1998. But with the 
dollar in long-term decline, the chorus for the 
peg’s removal has grown louder. Floating the 
ringgit now, argue economists, would be achieved 
from a position of strength: Malaysia’s reserves, 
at $48 billion, are at a 10-year high. Abdullah has 
moved away from Mahathir’s unbending ap- 
proach to the peg by saying his government is 
“flexible” about it, but no one expects a change 
any time soon. 

“A change to the peg will be beneficial for the 
economy in general and would introduce a degree 
of monetary flexibility that’s been badly missing 
in recent years,” says CLSA’s Walker. “But we 
understand the fear that engulfs the central bank 
as regards currency volatility.” = 
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STOCKMARKETS COMMODITIES 


Dow Jones Global Indexes Local Indexes 


lost 
Index ‘ok 23) % chg YTD (Feb. 23) Mkt Unit Latest %chg YTD 
(Feb. 23) % chg YTD Australia 3,354.30 +1.46 Aluminium Ldn $/tn 1,690.50 +5.39 
Australia 227.37 +4.26 Bangkok 724.86 -6.12 Cocoa NY $/tn 1,454.00 -4.03 
China 88 149.76  +10.34 Bombay 5,698.04 2.41 Coffee NY c/Ib 71.40 +9.93 
Hong Kong 243.80  +12.45 Colombo 1,185.84  +11.65 Copper NY c/lb 131.35 +25.63 
Indonesia 63.72  +15.85 Hong Kong 13,765.07 +9.46 Cotton NY c/lb 70.65 -5.89 
Japan -78.79 +1.42 Jakarta 794.47 +14.82 Gold Ldn $/oz 399.50 -4.25 
Malaysia 118.27 +8.88 Karachi 4,756.58 +6.37 Oil: Brent Ldn $/barrel 30.81 +2.12 
New Zealand 186.52 +3.17 Kuala Lumpur 861.72 +8.54 Palm Oil KL Ringgit/tn 1,952.00 10.03 
Philippines 65.67 +1.48 Manila 1,482.57 +2.79 Pulp OMLX  $/tn 510.00 0.00 
Singapore 142.54 +7.01 Seoul 877.52 +8.24 Rice Bnk $/tn 218.00 +7.92 
South Korea 119.48  +12.25 Singapore 1,884.53 +6.80 Rubber KL Mc/kg 490.00 +3.70 
Taiwan 130.20 +14.91 Taipei 6,665.89  +13.16 Soyabeans Chg c/bushel 907.00 +14.23 
Thailand 76.23 -4.68 Tokyo 10,868.96 +1.80 Sugar NY c/Ib 5.96 +5.11 
U.S. Total Market 270.24 +2.88 Wellington 2,231.13 -2.07 Tin KL $/tn 6,175.00 -6.58 
Euro Stoxx 50* 2,907.46 +5.32 DJIA 10,609.62 +1.49 Wheat Chg c/bushel 398.00 +5.57 
FTSE 4,524.30 +1.06 AIG - Dow Jones Commodity Index 141.58 +4.66 
Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. *Dow Jones Stoxx ™ Sources: Dow Jones; Moneyl ine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 


ECONOMIC DATA IN THE SPOTLIGHT 


South Korea (-1.50% on week) 








% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates 
(Feb. 23) Gop | CPI Current acct | Trade balance _1-mth interbank | Prime rate Won/$ 
Australia 2.5 (Sept Qtr) +2.4 (Dec Qtr) -26.52 (Sept) -15.45 (Dec) 5.47 9.50 1,155 peel pa 
China 9.9 (Q4 '03) +3.2 (Jan) +35.42 (2002) +25.40 (Dec) 2.40 n.a. | 
EU 0.9(04'03) —+1.8 (Dec) +50.45 (Q3 '03) -16.38 (Dec) 2.09 n.a. 1160 
Hong Kong 4.0 (Q3 '03) -1.5 (Jan) +18.43 (Sept) -8.52 (Dec) 0.07 5.00 1.165- 
-India 8.9 (Q3 '03/'04) +3.7 (Dec) +1.07 (Sept) -14.99 (Dec) 6.00 10.63 i 
Indonesia 4.1 (2003) +4.8 (Jan) +4.70 (2003) +27.45 (Dec) 7.84 7.66 1,170 
Japan 3.6 (Q4 '03) -0.4 (Dec) +136.11 (Dec) +94.79 (Jan) 0.06 1.38 
Malaysia 5.1 (Q3 '03) +1.0 (Jan) +11.87 (Sept) +42.27 (Dec) 3.00 6.00 ME yg mee 
New Zealand 3.6 (Sept'03) +1.6 (Dec Qtr) -3.67 (Sept) -2.59 (Dec) 5.51 5.60 
Philippines 4.5 (Q4 '03) +3.4 (Jan) +3.43 (Sept) -1.83 (Dec) 6.44 9.44 11890 DEAN a 
Singapore 3.7 (Q4'03)  +1.3 (Jan) +26.07 (Sept)  +27.16 (Jan) 0.56 5.50 
South Korea 2.3 (Q3 '03) +3.4 (Jan)  +14.90 (Nov)  +17.21 (Jan) 3.78 4.00 1,185 — 
Taiwan -5.2 (Q4 '03) +0.01 (Jan) +28.71 (Dec) +17.74 (Jan) 0.89 0.75 1190— HE k Eae paa 
Thailand 6.5 (Q3 '03) +1.8 (Dec) +7.93 (Dec) +10.34 (Dec) 1.30 5.75 £ 18 19 20 23 24 
U.S. 4.0 (Q4 '03) +1.9 (Jan) -547.41 (Sept) -488.79 (Dec) 1.09 4.00 February 
Source: Government Statistics Source: MoneyLine Telerate 
Key Currencies 
(Feb. 23) $1 worth Spot rate % chg YTD (Feb. 23) $1 worth Spot rate % chg YTD 
Australia dollar 1.2949 +2.51 Mongolia* tugrik 1,173.00 -4.01 
Bangladesh taka 58.75 -0.43 Nepal rupee 73.00 0.00 
Brunei dollar 1.6848 +1.22 New Zealand dollar 1.465 +4.20 
Burma** kyat 844.00 +5.45 Pakistan rupee 57.24 -0.14 
Cambodia** riel 4,125.00 -6.59 Papua New G. kina 3.1802 +3.80 
China renminbi 8.2773 -0.01 Philippines peso 56.25 -1.31 
European Union euro 0.7963 -0.34 Russia** rouble 28.503 +2.59 
Hong Kong dollar 7.7746 -0.14 Singapore dollar 1.696 +0.09 
India rupee 45.285 +0.68 South Korea won 1,179.50 +1.06 
Indonesia rupiah 8,430.00 -0.28 Sri Lanka rupee 98.95 -2.07 
Japan yen 108.35 -1.05 Taiwan NT dollar 33.291 +2.04 
Laos** kip 10,395.00 +0.38 Thailand baht 39.225 +0.88 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,737.00 -0.50 
Malaysia ringgit 3.80 0.00 
Other rates: HK$ = renminbi 1.0641 S$ = ringgit 2.2394 SDR = $1.4886 *Official rate **Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 
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LOCKED UP: 
Security may 
have been tight- 
ened, but the 
main risk at 
Hong Kong’s gem 
shows remains 
old-fashioned 
carelessness 


SECURITY 


The Hong Kong Job 


Only one thing is certain at Asia’s biggest jewellery-trade shows: There will be thefts. 
Last year’s haul was worth $4.2 million. This year’s? That’s anyone’s guess 


HERE’S WHAT keen-eyed visitors to Asia’s biggest jewellery- 
trade show, which opens soon in Hong Kong, can expect to see: 
wigs, secret pockets, and palms covered in bubble gum. 

They're just some of the tricks thieves have used in recent 
years to steal diamonds at Hong Kong’s two annual jewellery 
shows, which are fast becoming the world’s top venues for 
gem thefts. Last year alone, say police, thieves staged 12 heists, 
grabbing jewellery worth $4.2 million. “It’s becoming like an 
ATM for thieves here,” says Lawrence Yau, spokesman for Hong 
Kong’s government-funded Trade Development Council, which 
runs the March event. “From now on we don't want thieves to 
see our fair this way.” 

These heists are no hi-tech Italian Job. The thief with the bub- 
ble gum simply pressed her palm down on the gems and lifted 
them up, say police. Another thief stowed loot in a suction device 
hidden along his arm. And several of them have employed buxom 
blonde women to distract exhibitors as they snatch jewels. 

Charged with failing to provide proper security, organizers 
have tried installing infrared sensors and steel-fortified vaults, 
and for the March show they’re adding thousands of new video 
cameras. But they have little hope that technology can stop the 
seven-or-so heists at the twice-yearly shows. Reason? The 
exhibitors are just too careless. 

In 1996, a German man lost $1 million in diamonds in the 
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By Geoffrey A. Fowler/HONG KONG 


commotion when he suffered a diabetes attack 
in the bathroom. On the same day, a Japanese 
dealer had two bags containing $200,000 worth 
of diamonds stolen as he helped a woman fill in 
a registration form. “Some of the exhibitors treat 
a bag filled with jewels with no more security con- 
sciousness than you or I might with an old battered 
briefcase,” says Bob White, a chief inspector in the 
police’s crime-prevention bureau. 

Tim Ng knows what it’s like to be on the wrong 
end of a heist. He’s a manager at the Hong Kong- 
based Yokee Gems Trading, which lost $769,000 
in loose diamonds at last September’s show, even 
with on-site security and seven salesmen moni- 
toring its 18-square-metre booth. “A group of four 
or five from South America came to our booth 
when it was already filled with other customers,” 
says Ng. “When we went to return boxes of jew- 
els to the safe, we discovered one was gone.” 

Yokee’s claim is still pending with insurance 
adjusters, but the background of the suspected 
thieves highlights Hong Kong police concerns that 
the city is now attracting professional jewel thieves 
and South American syndicates. (Industry insid- 
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ers suspect many of the cases could be inside jobs 
as fraud offers an easy way to liquidate old diamonds 
in unfashionable cuts. But police and insurance 
investigators have found little evidence to support 
such claims.) Theft is a problem at most interna- 
tional jewellery trade shows, but the Hong Kong 
events appears to be particularly attractive to crim- 
inals for one main reason—their openness. 

It’s far easier for visitors who haven't previously 
registered to enter the Hong Kong shows—partic- 
ularly September’s—than many other gem shows, 
which are essentially industry events. That’s because 
the Hong Kong shows rely on a much wider sales 
base, ranging from international traders to wealthy 
shoppers attracted by the territory's low taxes. 

Staged in the city’s cavernous convention cen- 
tre, the March show is likely to draw more than 
20,000 visitors. That’s a security nightmare, says 
Steve Vickers, a retired Hong Kong police senior 
superintendent and CEO of private security con- 
sultancy International Risk. “A convention centre 
is designed to exhibit leather goods or toys—not 
diamonds,” he says. “With so many emergency 
exits, this place is like a colander.” 

Vickers believes the event needs a specialized 
security force and systematic background checks 
on all vendors and participants. He also thinks that 
Hong Kong should follow the example of many 
shows in Europe and the United States, which 
require background checks and photo IDs. 

But, cautions Lawrence Ma, chairman of the 
Diamond Federation of Hong Kong, openness— 





ON SHOW: 
Hong 
Kong’s 
jewellery 
shows are 
more open 
to the 
public than 
many 
others 
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with its attendant security risk—is the price of doing business at 
the Hong Kong shows. “Hong Kong is a special case,” he says. “Our 
openness is both our strength and our weakness. Given our busi- 
ness environment we cannot really close out consumers.” 

Still, there are signs that insurers and underwriters are los- 
ing patience. Lloyd’s underwriters are contemplating a possible 
insurance boycott for the upcoming September show. They say 
its organizer, United Business Media’s CMP, hasn't acquiesced 
to their requests to inspect and alter security arrangements. (CMP 
says it’s unaware of Lloyd’s requests.) Insurers too are calling 
for action. Charter Union, which sells insurance for about 30% of 
the city’s trade jewellers, has already placed new security guide- 
lines for its insurance clients to follow if they expect a payout after 
a loss, says Daniel Ng, assistant director of the Hong Kong broker. 
“Sometimes prevention is better than the cure.” 


EXTRA SECURITY 

While declining the option of hiring uniformed police to patrol 
the exhibition halls, the organizers of the March show have boosted 
security. This year they’re mobilizing four times the number of 
security guards used at other shows and offering exhibitors the 
option of security cameras at every booth. There will also be 
increased identity checks on visitors before they can enter. The 
police, meanwhile, will be offering training to the 1,300 exhibitors 
to avoid choreographed distractions. But for all the precautions, 
everyone knows there will be more hits. “This will be one of the 
most guarded fairs in Asia, but crap still happens when people 
arent attentive,” says Yau of the Trade Development Council. 

And that, say the organizers, police and many exhibitors, is the 
key. Many heists happen simply because the hundreds of jet-lagged 
exhibitors from Europe and the U.S. groggily set up their multi- 
million dollar jewel displays right after flying across the world. 
Many penny-pinching exhibitors, says White from the police, bring 
insufficient staff to monitor their own security. 

Sleepy exhibitors are easy prey for professional thieves. 
French gentleman-conman Jean Herrina, who is accused of steal- 
ing $2 million in jewels in Hong Kong, travelled the globe with 
a “princess,” speaking Arabic, French, Italian and English with ease, 
French police say. For one Hong Kong heist, Herrina—known as 
“the Sultan’—allegedly cosied-up to the salesman of a $1.4 mil- 
lion diamond ring called “The Warrior” at the show, then stole it 
the next day at the jeweller’s shop after faking a heart attack. 

In December, Herrina was sentenced in France to seven years 
in jail for his robberies there. The Warrior has never been recovered. 
Its owner, Eric Levine, believes Herrina’s Hong Kong spree exposes 
the city’s security lapses: “If this guy is a known criminal and has 
been arrested before, why the hell didn't they have 20 pictures of 
him available at the jewellery show and the airport?” 

But some exhibitors believe the responsibility ultimately 
comes back to them. “When you are busy with customers, your 
attention is given toward the sales, and you create a golden oppor- 
tunity for the thief to take the jewels,” says Addy Chan, Hong 
Kong sales director at Israel-based Dalumi, which had $100,000 
worth of jewels stolen at a show in Japan in 2001. Dalumi will 
have four booths at the March show, but isn't relying on organ- 
izers or police for protection. “No matter what the organizers do, 


it is just a deterrent. We have to look out for ourselves.” = 
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ENTRY DENIED: 
Refugees try to break 
out of Australia’s 
Woomera Detention 
Centre in 2002 


Books 
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The Great Barrier 


A new book examines the 100-year-old White Australia Policy and asks how much 


has really changed, writes Michael Casey 


In AucustT 2001, Australian Prime Minister John 
Howard ordered a naval blockade against a boatload of des- 
perate asylum-seekers from Afghanistan, Iraq and Pakistan. 
Howard's decision to refuse them entry helped propel him to 
a landslide re-election victory three months later. 

It also unleashed a bout of soul-searching among more 
liberal-minded Australians and revived a debate among intel- 
lectuals about Australian cultural identity. Many in this vocal 
minority felt their countrymen’s support for Howard’s actions 
in the so-called Tampa incident—and for the tough new 
border-control laws that followed—had stirred up ghosts of 
an Australian past in which racism, intolerance and fear of 
the Asian north loomed large. 

“How is the transformation of Australia, from a country 
with a fine reputation for humane treatment of refugees to 
a country which treats refugees more harshly than any West- 
ern country, to be explained?” asks Robert Manne, profes- 
sor of politics at Melbourne's La Trobe University. 

Manne’s comments form part of a new book that addresses 
such questions through the prism of a historical artefact: the 
White Australia Policy. This exclusionary, anti-Asian legislation 
dominated Australia’s immigration strategy from 1901—the 
date of Australia’s federation, when its six British colonies united 
to form a new nation—until its repeal in 1973. 

With contributions from the leading scholars of Australian 
history, politics and culture, Legacies of White Australia: Race, 
Culture and Nation tackles one of the most sensitive issues in 
Australia’s efforts to define its place in the world. 
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Eleven thought-provoking essays are drawn from a sym- 
posium at the University of Western Australia in Perth in 
December 2001, which coincided with the centenary of the 
federation and the birth of the White Australia Policy. 

Howard attracts much criticism in this volume. Yet he 
has some grounds for defending himself. There’s nothing 
racist about his refugee policy, he told an interviewer who 
asked him in the lead-up to the 2001 elections whether he’d 
have ordered the blockade against white Zimbabwean farm- 
ers. Rather, he has repeatedly presented it as a pragmatic 
measure aimed at deterring others from trying to enter Aus- 
tralia by similar means and at stopping the people smug- 
glers who assist them—ideas that resonate well in the 
United States and Western Europe. 

Itis also problematic to imply that the 
White Australia Policy itself is alive, even 
if under another guise. As a number of 
authors in this volume acknowledge, 
Australia has since 1973 developed into 
one of the most multicultural countries 
on earth—at least in terms of the coun- 
try of origin of its population—and has 
seen a large influx of Asians. 

But the real agenda here is more sub- 
tle. It is the enthusiastic public support 
for Howard’s policies, the lack of com- 
passion for the refugees, and the vitriol 
against “queue-jumpers” that have left 


[ Legacies of 
White Australia: 
Race, Culture and 
Nation ] by Laksiri 
Jayasuriya (ed.) et 
al. University of 
Western Australia 
Press. $35 
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many wondering whether there isn’t something deeper within 
Australians’ view of “The Other” at play. Whether White Aus- 
tralia as a policy is dead, many of the contributors to this 
book find there are elements of contemporary Australia that 
haven't changed since its official demise. 

As Ien Eng, a professor of cultural studies at the Univer- 
sity of Western Sydney writes, there are parallels between the 
warnings that hordes of land-starved Asians would invade the 
underpopulated country and corrupt its way of life—heard 
throughout much of the roth and 20th centuries—and the 
popular Australian response to the supposed threat of thou- 
sands of boat people invading its shores in 2001. 

Likewise, the Australian Left's 19th-century opposition 
to British imperialists’ and wealthy pastoralists’ plans to import 
Asian labour, as described by Australian National Univer- 
sity historian Ann Curthoys, brings to mind anti-Asian politi- 
cian Pauline Hanson's attacks against globalization and the 
political elite in the mid-1990s. 

Hitting a more controversial note, a number of con- 


| InReview 


tributors suggest that Australia’s current notion of multi- 
culturalism is somewhat of a sham, arguing that the mere 
presence of people of different colour and religion doesn't 
in itself connote an inclusive society. Immigrants are still 
expected to “become Australian,” they claim, in a way that 
goes beyond legal matters of naturalization, and adopt 
cultural mores that are implicitly understood to be the 
core values of White Australia. 

These essays make a valuable contribution to the internal 
debates that shape Australia’s continuing search for a clearer 
definition of what it means to be Australian. The essays com- 
pel Australian readers to challenge the myth of their coun- 
try’s much-vaunted egalitarianism and they offer non-Aus- 
tralians a window into key aspects of the Australian mindset. 
Unfortunately, given the widespread support for the recent 
refugee-policy changes, the book may not find much appeal out- 
side academia, leaving the authors preaching to the choir. = 

Michael Casey is an Australian journalist and Buenos Aires 

bureau chief of Dow Jones Newswires 


RIGHTS OR 


Although American relations with 
China have stabilized in recent years, 
United States officials are hinting that 
they may return to the Clinton adminis- 
tration’s practice of sanctioning Beijing 
for its human-rights practices at the 
United Nations Human Rights Commis- 
sion. For background, they might con- 
sult Freedom on Fire, John Shattuck’s 
memoir of six years as the U.S. State 
Department’s top official on human 
rights, from 1992-98. 

In 1992, Bill Clinton campaigned on 
a strong human-rights platform, which 
persuaded Shattuck, a former lawyer for 
the American Civil Liberties Union, to 
seek appointment as assistant secretary 
of state for human rights, democracy 
and labour. 

Shattuck focuses on four “human- 
rights wars” that defined his tenure: 
Rwanda, Bosnia, Haiti and China. He is 
most passionate about the Rwanda and 
Bosnia cases. Least successful in his 
case studies is his look at Clinton’s early 
China policy, arguably a human-rights 
“war” partly of Washington’s own 
making. Like every president in the past 
40 years, Clinton had campaigned on a 
hard line toward China, only to moder- 
ate his position when confronted with 
the realities of policymaking in office. 

Shattuck didn’t take this syndrome 
into account when he set out to imple- 
ment Clinton’s executive order, which 


gave China a year to improve human 
rights or risk losing most-favoured-nation 
(MFN) trading status. Initially, things 
looked hopeful. When Clinton and 
China’s President Jiang Zemin met at the 
1993 Asia-Pacific Economic 
Cooperation forum’s summit 
in Seattle, Shattuck was 
encouraged by Clinton’s 
firmness. But Jiang accused 
the U.S. of caring only about 
prominent dissidents, not 
ordinary Chinese. 

Soon, China had the 
upper hand. Beijing played 
dissident poker, releasing 
opposition figures to placate 
Washington, only to round 
them up in greater numbers 





[ Freedom on Fire: 
Human Rights 
Wars and Amer- 
ica’s Response ] 
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option, and rejects other avenues as 
caving in to “economic determinism.” 
China stayed frozen throughout his 
watch, he writes. 

In reality, Shattuck was a more 
astute diplomat. In 1997 he 
testified before Congress that 
though China was violating 
human rights it had opened 
dramatically. He praised new 
legislation that “directly 
impacts human rights and 
democracy.” That same year, 
the State Department human- 
rights report on China, 
overseen by Shattuck’s 
bureau, noted for the first 
time that “average citizens go 
about their daily lives with 


$ by John Shattuck. 
later. The Chinese turned U.S. Harvard University more personal freedom than 
officials into scapegoats with Press. $29.95 ever before,” a tacit nod to 


their own government when 

they torpedoed high-profile human-rights 
negotiations. Unsurprisingly, when the 
year was up Clinton repealed the execu- 
tive order and de-linked MFN from 
human-rights conditions. 

Shattuck is critical of the flawed 
policy and its wobbly execution, and 
faults Clinton for passivity and inatten- 
tion, but he offers few insights on how 
better to encourage human rights in 
China. Despite his own experience, he 
insists that pressure on Beijing to grant 
greater political freedoms is the only 


Jiang’s 1993 complaint. 

This discrepancy illustrates a basic 
weakness in Freedom on Fire: Too often, 
analysis is sacrificed to uphold a roman- 
tic model of opposition-led change that 
is so popular in American foreign policy. 
Shattuck meticulously documents his 
time as a human-rights official, but he 
could have been more reflective about 
the twists and turns along the way. 


Catharin Dalpino 

Catharin Dalpino was U.S. deputy 
assistant secretary of state for human 
rights, democracy and labour when 
John Shattuck was assistant secretary 
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RUNNING BATTLES: A gang of villains 
is storming into 7-Eleven shops in 
Malaysia, tying up staff, and then 
serving customers themselves. And 
doing a good job of it. The Run ’n’ Rob 
Gang doesn’t just empty the till. No, its 
members believe in customer service. 
i : They put on staff uniforms so they can 
Eat something you can't pronounce. operate the store, taking cash, chatting 
Caciocavallo (kah-choh-kuh-vah-loh) to shoppers, keeping shelves in good 
Foie gras (fwah-grah) order and so on. 


; ; ; The Run ’n’ Rob techni has been 
Riz a limperatrice (ree ahl-ahn-pehr-ah-trees) ssi wise 52 
working well. Customers, not realizing 


Fly Emirates and sample the cuisine they are being served by robbers, 

of your destination. escape trauma. On at least one occa- 

All 70 of the ones we fly to worldwide. sion, police doing night-time rounds 
found the gang efficiently operating the 

Keep discovering. shop, and so signed the inspection 
record book and went away. 

The system means the raiders can 
maximize productivity, taking time to 
steal vast amounts of goods. In recent 
months gang members, estimated to 
be 18-26 years old, have run shops in 
Petaling Jaya, Klang, Ampang, Gombak, 
Shah Alam and Sentul. They have even 
taken shops’ TV security systems. 

Meanwhile in Tokyo, robbers used a 
similar “we're staff” technique, though 
not quite as ambitiously. A pair of 
raiders stormed into a Daily Yamasaki 
convenience store in Nakano-ku and 
threatened staff with a knife. Staff 
noticed there were at least three 
customers in the store. “Help us, 
please!” the manager called out. 

The chief villain turned to reassure 
the shoppers: “This is just a security 
drill.” The customers nodded and went 
back to the traditional activity of 
reading magazines they had no inten- 
tion of buying. And in the Kuala 
Lumpur area, observers commented 
on the politeness of a trio of villains 
who stole cash from a packed super- 
market in Desa Aman Puri, near 
Kepong. The gang, none of whom wore 
masks, asked staff to empty the tills 
into a swag bag. “When leaving, the 
robbers turned around and one of 
them said ‘goodbye and thank you’,” a 
police officer told The Star. 

After all the “dumb criminal” tales 
that have graced this page over the 
years, it is wonderful to see courtesy 
and professionalism entering the 


Emirates villainous classes at last. 
Over 70 destinations worldwide 
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PENNIES FROM HEAVEN: A 
Taiwanese man was knocked 
off his motorbike by a massive 
package of money falling onto 
his head. Lu Fang-nan, 57, was 
bowled over by the bundle of 
NT$20 million ($600,000) in 
banknotes that appeared from 
nowhere. Not realizing what 
had happened, he remounted 
his bike and rode off to get 
help for his hurt leg—while 
someone else took the cash. 
Lu had got in the way of 
the payment of a ransom. 
Local kidnappers who had 
abducted a businessman 
asked his family to deliver 
cash to them. They told family 
members to throw it off a 
nearby overpass, the idea 
being that kidnappers would 


Software Piracy 








not be on the same road as the 
family, and could thus make a 
speedy escape. 

But Lu had chugged into 
the scene on his bike at pre- 
cisely the wrong time. It was 
only later, when he saw a 
television news report about a 
package of money being paid 
to kidnappers at an overpass, 
that he realized what had 
happened. On the upside, 
perhaps it was a good thing 
that he didn’t make off with 
the bundle that hit him, since 
the kidnappers took the money 
and released the tycoon 
unharmed. 

The bruised biker told the 
United Daily News: “Such a 
way to pay ransom is danger- 
ous. It could get people killed.” 


THEY’LL DO IT: Reader 
Aymeric Fraise of Shanghai 
found this curious dis- 
claimer on the back of a 
PlayStation 2 disk bought 
at Xiang Yang market in 
Shanghai. The manufac- 
turer certainly seems to 
know the ethical standards 
of his customers. 


GOOD LUCK: The following report appeared in the Philippine 
Daily Inquirer: “Post-war Iraq is looking to the Philippines for 
guidance in its bid to become a true democracy. The Philippines 
is an excellent choice for a role model, according to Interior 
Secretary Jose ‘Joey’ Lina Jr. The United States-appointed Iraqi 
government sent nine representatives over to learn ‘the art of 
governance’ from Filipinos.” | heard about this from Philippines 
resident Mike Ching, who commented: “I honestly don’t know 
what to say except offer my gravest condolences to the Iraqis.” 
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IN AND OUT: Reader Dennis Villafuerte 
Valencia was intrigued to find these two 
headlines on the Web edition of The Jakarta 
Post on the same day and next to each other. 





STILL LIFE: In these pages, we've had lots of stories 
of people in Asia getting married to corpses/dogs/ 
statues and so on. But reader Benita Gurung of 
Thimpu, Bhutan, was intrigued to find an equally 
bizarre report in a Western country. Christelle 
Demichel, 35, was simultaneously bride and widow 
at a recent ceremony in Nice, on the French Riviera. 
She wanted to be legally wed to a former policeman 
named Eric who died in a traffic accident. “It could 
seem shocking to marry someone who is dead,” the 
bride admitted, but she said her love for her man 
was undiminished. The bride wore a black suit. A 
decision was made to not have the bridegroom on 
show, as he died in September 2002, and would not 
be looking his best. 

“The French are not far behind the countless 
others who are sweet in their own quirky ways,” said 
Benita. Quite true. No country or region has the 
monopoly on human absurdity. To use the language 
of lawyers, the entire race owns that concept “jointly 
and severally.” 


UNWANTED PASSENGER: A hit-and-run driver in Japan tried to escape 
from the scene of the accident—but accidentally took his victim with 
him. The 22-year-old student crashed into a car at a junction in Saitama 
province, the Mainichi Shimbun reported. He decided to reverse and then 
drive off. But the woman driving the other car stepped out of her vehicle 
and was scooped up onto his car bonnet as he tried to escape. He 
allegedly drove for about 600 metres with her glaring at him through the 
windscreen, before she fell off. She survived the experience, but police 
reckoned the man’s driving licence would not—until they discovered that 
he didn’t actually have one. 
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AJAY BHALLA, senior vice-president, 
C E 0 C A L L Southeast Asia, MasterCard International 


Impatient for Success 


MasterCard is charging through Asia by marketing itself differently in each country—it’s 
an interesting variation of being global but thinking local 


MASTERCARD MAY BE a successful global In Thailand, Bhalla exploits the transcendental through Mas- 
credit-card company—but if you're a regional head terCard’s rather clever worldwide advertising campaign, 
that’s no reason to rest on your laurels. which he has localized. Its tag line is “everything 
At least Ajay Bhalla, senior vice-president money can't buy,” and in Thailand it shows 
and general manager for Southeast Asia for a young man surrounded by expensive 
MasterCard International isn't simply count- creature comforts, such as a sports car, 
ing on MasterCard’s brand name to do all reaching for his MasterCard for a more 
the work. Instead, he markets the card fulfilling tomorrow. Careful shoppers 
differently in each country throughout in Indonesia can pay off their out- 
Southeast Asia, trying to tap into local standings by instalment. And in Viet- 
habits—such as the widely accepted nam, Bhalla has helped a nation just 
norm of text messaging in the Philip- “leapfrog from cash to plastic” by 
pines—as a selling point. engaging state-owned Vietcombank 
It’s paid off. “These past two years have as its main partner. 
seen fantastic growth here,” says Singa- In Singapore, customized cards for 
pore-based Bhalla. women give them special discounts 
Bhalla, 38, has been the regional boss and other benefits when shopping 
for the New York-based MasterCard for for items such as clothes and cosmet- 
those two years and therefore has a reason ics. United Overseas Bank, a Master- 
to crow, but he comes across as a driven Card partner, coined the popular, if mys- 
man, always seeking new ideas. Figures back terious, logo: “The men don't get it.” 
up his bubbly confidence: Bhalla also targets the youth market 
MasterCard in Southeast through prepaid cards, which anyone can 
Asia in 2002 says it buy regardless of age and income. Last 
achieved a year-on-year year he introduced cards that have 
volume-growth rate of one corner curved for the South- 
50%. For the first nine east Asian market. Why? “This is 
months of 2003 the cor- maybe a fad,” he chuckles. “It’s 
responding figure was a new thing, and youth likes 
34%, which amounted innovation.” 
to $7.9 billion in sales. These are Bhalla’s pre- 
So there are now 12 mil- occupations as he taps into 
lion cardholders in the the region. But they are set 
region, a figure boosted by on his three-point, work- 
a number of firsts under 7 ethic bedrock. First is that, 
Bhalla’s stewardship. as Bhalla says, “I ama sucker 
For a start, there is the recent marriage for new ideas.” But those ideas 
between MasterCard and Smart Telecom, the have to come from a team. “I 
Philippines’ biggest cellphone-service provider. don't like the word ‘I’—we always 
Since late last year, when a Smart subscriber gets say ‘we’; it is a whole philosophy.” 
a hand-phone it comes with a prepaid Master- So, as the boss says, there is no “I 
Card, so the owner can constantly top up airtime culture” around him. Teamwork is there- 
with the card. “This is unique—to marry a pre- fore his second pillar, while the last is quick 
paid product with a phone,” says Bhalla. It also timing to get the project or product to the 
animble-thumbed marketing move, given market as fast as possible. “I am a very impa- 
that the Philippines is reputed to be the tient man,” says Bhalla. 
world’s No. 1 short-messaging user. RODNEY TASKER 
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Made 
lo Urder 


You want to look unique, but everything in the shops looks the same. 
What to do? Whether it’s a suit for your back, shoes for your feet or a watch 
for your wrist, there’s a tailor-made solution to fit your every need 


52 Hong Kong suits you nicely 54 Dame Edna’s shoemaker 56 Watching a Japanese revival 
. . Plus: Some tailors’ tips 55 Doodles on your denims 57 Gem of an idea in Bangkok 


Wei Leng Tay/REVIEW 


ASIA=LIFE 


TAILORED TU PERFECTION 


That Hong Kong icon, the custom-made suit, is under siege from chain stores and designer brands. 
But traditional tailors continue to stitch the classics without bowing to fashion dictates 


THE HONG KONG tourist trail is 
a well-trodden path: Glide across the har- 
bour on the Star Ferry, hit the heights on 
the Peak Tram, savour dim sum at an 
old-style teahouse and, of course, trot 
along to a tailor for a suit—both men’s 
and women's. None of these fine attrac- 
tions are in danger of vanishing any time 
soon. But if your heart is set on a gen- 
uine, made-in-Hong Kong suit, you 
might like to think of making a trip some 
time within the next 20 years or so. 

Well, you cant say you weren't warned. 

Hong Kong’s tailors once clothed 
almost every man in the city, from office 
clerks to judges, but those days are long 
gone. “Forty years ago when you needed 
clothes, you went to a tailor,” says Richard 
Cheung at British Textile tailors. “Nowa- 
days, you go to a boutique, you go toa 
department store.” 

While tailoring in Hong Kong isn't 
about to die out in the lifetime of its 
mostly middle-aged tailors, it’s undoubt- 
edly under pressure, and 
not just from cheap 
chain stores. At the 
top end of the market, 
foreign brands like 
Armani, Brioni and 
Lanvin exert a power- 
ful pull. “The Hong 
Kong consumer loves 
his luxury brand,” says 
Mary Yan Yan Chan 
of trend-forecasting 
agency Peclers. “It’s 
also a status symbol; he 
drives an Aston Martin and wears Zegna.” 

It’s not just the attraction of the brand. 
Because of the manufacturing processes 
used, factory-made suits are often notice- 
ably lighter and softer than their tailor- 
made counterparts, though they don't 
generally last as long. Today’s higher 
incomes mean many younger men are 
happy to sacrifice durability for flexibility. 
Many are also more willing than their 
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fathers to follow the fickle dictates of fash- 
ion, something high-end Hong Kong tai- 
lors admit to largely ignoring. “We are 
conservative, and our customers are con- 
servative,” Kenny Kwa of the well-regarded 
H. Baroman tailors cheerfully admits. 

Baroman is part of the 
glorious past of Hong Kong 
tailoring. To see how the 
future might look, take a 
trip to the grand-sounding, 
but distinctly dingy, Burling- 
ton House in Tsimshatsui. 
Walk into Sam’s Tailor on 
the ground floor and the 
first thing you notice are the 
photos on the walls. Bill Clin- 
ton, Colin Powell, several Bushes, Michael 
Jackson, Pavarotti, even Yanni, all smile 
down reassuringly as you wait to get your 
inside leg measured. 

Sams isn't the finest tailoring shop in 
Hong Kong, nor is it the cheapest. But it’s 
managed to turn itself into a living legend 
by generating publicity, 

something most 
Hong Kong tailors 
seem assiduously to 
avoid. Co-owner Manu 
Melwani, a son of 
Sam, may sniff that 
“tailors, doctors, law- 
yers should never 
advertise,” but his 
determined attention 
to visiting celebrities 
indicates that he 
knows the value of get- 
ting his shop’s name in the paper. Add 
in the store’s on-the-road measuring serv- 
ice in Australia, Britain and the United 
States, and Sam's is close to turning itself 
into a Hong Kong tailoring brand. 

Upstairs from Sams is another tai- 
lor, the highly regarded W.W. Chan. The 
walls here are bare aside from a signed 
photo of Brian Mulroney, who used to 
be someone quite important in Canada. 





But what Chan's lacks in celebrity buzz, it 
makes up for in vision. Like many other 
Hong Kong tailor shops, such as Baro- 
man’s, Chan's was founded by a Shanghai 
tailor who left China at around the time 
of the revolution in the late 1940s. Unlike 
others, though, Chans is 
going back. In recent years 
the company has opened 
two stores in Shanghai, 
capitalizing on growing 
demand there from local 
and foreign business for 
custom-made suits. 
The move should also 
help solve a long-term prob- 
lem that’s facing all Hong Kong 
tailors—finding the next generation of tai- 
lors and cutters in Hong Kong. “Young- 
sters don't want to learn. It’s hard work,” 
says Patrick Chu, an assistant manager at 
Chars. There’s interest on the mainland, 
however. “Our master tailor has gone to 
Shanghai to teach in our workroom,” 
explains Chu. “Now he’s teaching young 
girls and boys there to make suits.” 

So, if you miss the chance to make a 
suit in Hong Kong over the next 20 years 
or so, you might like to try Shanghai. 

BRIAN KEELEY 


A-MAN HING CHEONG, tel.: (852) 2522 3336. 
H. BAROMAN, tel.: (852) 2523 6845. 
BRITISH TEXTILE, tel.: (852) 2542 3894, 
www. british-tailor.com. 

W.W. CHAN & SONS, tel.: (852) 2366 9738, 
with two branches in Shanghai, 

tel.: (86 21) 6248 2768 and 5404 1469, 
www.wwchan.com. 

SAM'S TAILOR, tel.: (852) 2367 9423 


PRICING: Prices for suits at tailors like W.W. 
Chan and H. Baroman start from between 
HK$6,000 ($772) and HK$8,000, and from 
HK$2,300 at Sam's. Some tailors advertise 
suits for just HK$ 1,000. But remember, not 
all suits are created equal. 


TIME: Some tailors, like Sam’s, will offer to 
make a suit in 24 hours. Other tailors say 

a suit takes at least 35-50 hours to make, 
with as many as three fittings. 


Photos: Wei Leng Tay/REVIEW 


INING: Tailor-made 
buits usually use a 
anvas lining stitched 
nto shape. In off-the-peg 
puits, a lighter lining is 
sually fused or glued to 
he suit’s fabric. After 
h while it may become 
Dartly detached causing 
bubbles” to appear 
pn the front of the suit. 


STITCHING: Hand- 
btitching is one of the 
ornerstones of good 
ailoring, but for straight 
beams that need to 
be strong, even the best 
ailor will switch to 
achine stitching. 


BUTTONS: Two or 
three buttons is the 
usual choice. Four 
buttons? “That’s not a 
proper suit,” says 
Richard Cheung. 


TROUSER CUFFS: Cuffs, 
or turn-ups, are a matter of 
personal taste, but with very 
light fabrics, they can make 
subsequent repairs harder, 
says Richard Cheung. 


Suits You, sir 


Hong Kong tailors’ tip 
for a well-made look 


COLLAR: The collar must 
closely follow the shape of the 
neck, says Y.K. Poon of A-Man 
Hing Cheong. 


SHOULDERS: “If you’re not 
happy with the shoulders, the 
jacket won’t turn out right, 
period,” says Richard Cheung 
at British Textile. “You should 
see no ripples, the line 
should follow the natural line 
of your shoulder.” 


BACK: If there’s a ripple 

of fabric just below the collar, 
your tailor should hang his 
head in shame. 


LAPELS: If you’re short, 
try.a long lapel. Vice versa if 
you’re tall. 


LAPEL LINING: A properly 
stitched lapel should roll 
naturally towards the chest. 
If it’s done well it will never 
flap out. 


SLEEVE BUTTONS: 

Three or four buttons are usua 
and don’t forget to ask for 
working buttonholes. By the 
way, adds Patrick Chu, the 
style now is for slightly overlap 
ping sleeve buttons. 


TROUSER HEM: If your tailor 
really cares about you, he'll 
stitch in some reinforcement 
inside your trouser hem just 





WELL-HEELED: 
Jodie Morrison's 
clients range from 
showbiz stars to 
corporate chiefs 


HT TU BE SHUD 


Australia’s cobbler to the stars also custom-makes 
footwear for ordinary mortals 


“THIs is BARRY HUMPHRIES,” drawled the 
voice long-distance from Antigua a couple of years ago. 
“The m-o-o-o-st disastrous thing has happened. 
Remember those sandals you made me Io years ago? 
Well, the maid has gone and thro-o-o-wn them out 
in the rubbish. I must get another pair.” 

Jodie Morrison, shoemaker to the Australian 
theatre world and discerning corporate chief- 
tains, was on the Sydney end of the line. And 
luckily, she still had the shoe moulds for 
the Australian comedian, who's best known 
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as female impersonator Dame Edna Everage. So waiting for 
Humphries on his next visit to Sydney was an exact copy of 
his finely stitched sandals. 

Morrison set up her custom-made shoe business, Step- 
pin Out, in 1979, a time when the once-thriving Australian shoe 
industry was being trampled, so to speak, by cheap imports. 

Two years previously, she had given up her civil-service job 

and a half-completed degree in economic history to enter 
Sydney’s School of Footwear, the first woman to do so. 
After a year in New York studying design, she returned 
to Sydney to take up a commission to make the 
footwear for the Australian production of the musi- 

cal La Cage Aux Folles. 

It proved a turning point. On its heels 
came more musicals—she’s currently fit- 
ting out the cast of Cats in Seoul and Phan- 

tom of the Opera in Cape Town and Shang- 
hai. And films: Crocodile Dundee—remem- 
ber Paul Hogan's tan crocodile boots?—Mis- 
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Photos by Steven Siewert /REVIEW 


sion Impossible, Star Wars: Attack of the Clones, The Matrix, 
Moulin Rouge. Chatting in her inner-city warehouse, the 
granddaughter and great-granddaughter of milliners threads 
laces on dazzling gold boots elevated an extra five centime- 
tres—they’re for vertically challenged English actor Bob 
Hoskins, who's in Sydney for the making of Mask 2. 

Shoemaking unites art and craft. For theatre and film 
productions, which make up 80% of Morrison's business, she 
combines brilliantly coloured leathers, animal prints, buck- 
les and braids in original designs. The rest of her business 
caters to private individuals who appreciate handmade quality 
and can pay for it—about A$700 ($550) a pair. But Morrison 
estimates her shoes last five times longer than mass-produced 
versions. Her clients include a former Australian prime min- 
ister and his wife and assorted chief executives. 

Men's tastes in shoes have remained largely unchanged 
since European cobblers first developed the classics—the 
brogue and semibrogue, the Derby, the Monk, the Oxford and 
the loafer. For these styles, Morrison favours kangaroo hide 
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Jeans Genius 


“The jean is the destructor!” French 
designer Pierre Cardin once wailed. “It 
is a dictator! It is destroying creativity.” 
If only he had thought of doodling on 
his denims, like 45-year-old Seoul- 
based businesswoman Mija Ko. 

“Jeans makers only work with 
denim, they’ve done everything, 
but something else is needed,” 
says Ko in her Seoul shop, which 
is stuffed with brightly coloured 
hand-painted jeans, wallets, 
brooches and even lighters. “When people 
wear clothes, they like to stand out,” she says. 

It all started when Ko noticed the small ways in which 
people tweaked the most basic item in their wardrobe—their 
blue jeans. Some were fashionably ripped. Or sported fake 
patches. Or were painted. She realized she had stumbled on an 
unfulfilled desire, the basis of any successful business. 

Ko spent a year researching paints that would survive 
repeated washing and ironing. The patterns she came up with— 

pictures of girls with tumbling locks, floral designs, butter- 

flies—are individually hand-painted, so no two 

items are exactly alike. “There is a feeling 
that this one belongs to me and nobody else 
has it,” Ko says. 

Ko’s company, Celta Design, now boasts 
40 franchises in South Korea, and exports to 
Japan, Taiwan and Hong Kong—where at a 
recent fashion industry exhibition one buyer 
begged for a supply of 40,000 painted jeans. 
Ko refused, citing her artistic principles: “If 
artists follow money,” she says, “then you 
don’t get good pictures.” Mishi Saran 


CELTA DESIGN'S e-mail: www.celtadesign.com 
Prices for jeans start at $60 











stronger by weight so it’s flexible and yet 
soft, but because it comes from the wild 
it doesnt bear scars.” mo 
The shoemaking process takes t 
about 20 hours, from measuring the { 
feet and making the moulds, knownas £ 
“lasts,” to cutting the leather, build- 
ing the shoe and final stitching. Hav- 
ing shoes custom-made means that 
clients “don't have to shop for the per- 
fect shoe,” says Morrison. “After their 
initial shoes have been made, which takes 
three fittings, they simply pick up the phone 
and they can order their new shoes exactly as they want them.” 
LINDA MORRIS 


STEPPIN’ OUT is at 19-25, Beeson Street, Leichhardt, Sydney. 
Tel.: (61 2) 9568 6787. By appointment only. 
E-mail: jodiem@rivernet.com.au 


for its durability and flexibility. “It is 17% P 
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\ Revival to Wate 


A Swiss company comes to the aid of an ancient Japanese craft 
y 


hese are tough times for Japan’s lacquer- 
are craftsmen. Modern tastes no longer 
brize their intricate designs, while few 
oung people want to learn this 400-year- 
bid craft. So, a few years ago, a group of 
raftsmen in the ancient castle town of 
anazawa set out to reverse the rot. “We 
wanted to find a way to promote our art,” 
pxplains artisan Isshu Tamura. 
They hit upon the idea of combiging 
heir intricate craft with another—wateb- 
aking—and in 2002 showed some “‘ 
samples of their handmade watch faces at 
h fair in Basle. There, their work was 
spotted by Bovet, a small, luxury watch- 
aker. It was the birth of a unique East- 


WATCH THIS: Isshu 
Tamura creates a 
hand-lacquered 
watch face. For 
more details go to 
www.bovet.co.jp 


Jun Takagi /REVIEW 


West collaboration: The Japanese artisans 
create uniquely designed faces, which 
Bovet then places in its gold watch-cases. 

Creating each face is a painstaking 
process that takes up to five months. To 
paint the patterns, the artisans use 
microscopes and tiny brushes made from 
rat hair. The finished watch faces also 
need to be no more than a millimetre 
thick. Only a few of the artisans can 
handle the work. 

Tamura is one of them. In his cramped 
workroom he first lacquers a circle of 
opper, gold or silver that will become the 
wateh face. Then he paints the surface, 
sprinkigs on gold and platinum powder, 


and applies more lacquer. When it dries, 
he polishes the surface until the design 
becomes visible. This process is repeated 
as many as 30 times for each watch. 

Not surprisingly, the watches aren’t 
cheap. The first two, a pair depicting gods 
of wind and thunder, sold for a combined 
¥7.6 million ($69,900). So far, seven of the 
first eight pairs have been sold. Bovet now 
also offers custom-designed watches in 
Japan, priced from $13,800, and hopes to 
introduce them in Europe later this year. 
Designs requested so far have included a 
gold-and-platinum Chinese phoenix, 
elegant red-and-gold peonies, and finely 
detailed green cat’s paws edged in gold. 

Look more closely, and there’s even 
more to see. On one face, Tamura wrote 
the character for “wind” so minutely that 
it can be read only with a magnifying 
glass. When he showed the face to his 
wife, Kazuko, also a lacquerware artisan, 
she wept. “I saw him labour so hard to 
make this,” she says. Ichiko Fuyuno 





UBJECTS OF DESIRE 


Bangkok’s jewellers can fashion any number of carats into any number of styles, 
whether it’s a pair of cuff-links or a diamond-studded gecko necklace 


THAILAND’S multifaceted jewellery 
trade can dazzle the gem shopper, and 
tracking down the right rock, or combi- 
nation of rocks, can be difficult, especially 
if you have a glittering idea of what you 
want. To avoid retail fatigue leading to a 
compromise that’s not quite what you 
had in mind, short-circuit the shopping 
route and have your ideal ornament 
made to order. 

The London School of Economics 
may seem a strange training-ground for 
a jeweller, but Sirima Suwichakornpong 
says her master’s degree in urban plan- 
ning benefits her current vocation. “Part 
science, part aesthetic” she ex- 
plains. “My previous 
training involved a 

vital balance that 
is also essential 
when working 
in jewellery. One 
without the other 
won't work.” 
Sirima, whose par- 
ents have been jewellers for 
over 30 years, opened her own com- 
pany in Bangkok in 2003. The store, 
named Sirima, carries her parents’ clas- 
sic lines and her own, more modern, 
‘pieces. A certified diamond grader, she 
works primarily in 18-carat yellow and 
white gold and precious stones such as 
diamonds, rubies, sapphires, emeralds 
and pearls. Semi-precious stones are also 
available and customers can bring along 
their own gems to be set. 

Sirima drafts the design from 
drawings if the client has 
something in mind, based 
on standard settings or by 
“borrowing ideas from one 
piece and mixing it with 
another,” or from pictures if a 
replacement piece is required. 
For those who aren't sure, “we 
can give ideas and interpret 
what you want,” she says. 
Once the client is satisfied 







March 4, 2004 








2 
= 
> 
oa 
XN 
a 
< 
= 
= 





GEM ARTIST: Sirima selects stones 
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FIT FOR ROYALTY: Sri von Bueren with one 
of Lotus Arts de Vivre’s flashier creations 


with the design, she hands it to the gold- 
smith to fashion into the object of desire. 
Engagement rings, bracelets, neck- 
laces and cuff links are the most 
often commissioned items. 
If you're after something 
unique, try Lotus Arts de Vivre, 
another family operation, estab- 
lished in 1985 by Rolf and Helen 
von Bueren. They offer custom- 
made jewellery using a range of 
materials including coconut 
shell, sea shells, scarab wings, 
bamboo and shagreen—or 
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stingray leather—married with precious 
stones. The von Buerens travel around 
Asia to commission work directly from 
craftsmen such as the gold and silver- 
smiths of Nepal, the stonecutters and 
setters of Rajasthan and the metal cast- 
ers of Thailand. 

The design team will follow a cus- 
tomer’s brief or suggest a number of 
designs for him or her to choose from. 
Modifications are made until 
final design approval. “A 
piece can take anywhere 
from one month to two 
years to complete,” 
says eldest son Sri 
von Bueren. He 
describes one of their 
more unusual cre- 
ations as “a large 
gecko necklace 
encrusted with rose-cut 
diamonds.” With such flam- 
boyant pieces, it’s not surprising 
that clients have included European roy- 
alty, Indian nobility, Elizabeth Taylor 
and Shirley Bassey. 

A walk down Silom Road towards 
Charoen Krung Road in Bangkok’s main 
commercial hub reveals no shortage of 
jewellers, but Sirima recommends get- 
ting referrals where possible, looking 
at existing work and establishing a rap- 
port before making an order. “Mistakes 
most often occur due to miscommuni- 
cation,” she explains. “Confidence needs 
to be established.” PETA BASSETT 








SIRIMA 

1st floor, CRC Tower (Retail Centre), 
All Seasons Place, Bangkok. 

Tel: (66 2) 685 3839. 

E-mail: sirima@worldgems.co.th 


LOTUS ARTS DE VIVRE 

The Regent Hotel, 155 Rajdamri Road, 
Bangkok. Tel: (66 2) 250 0732. 

Other stores in Thailand, Singapore, Japan, 
Cambodia and India. E-mail: customer- 
service@/otusartsdevivre.com 

Web site: www./otusartsdevivre.com 
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APPOINTMENTS 


REVIEW 


Regional Children and Economic 


Policy Adviser 
Circa £28,000 + competitive package 
25 month contract + Accompanied ¢ Based in Bangkok 


In the South East and East Asia/Pacific Region, Save the Children UK's 
programmes focus principally on improving quality of, and access to, 
education for poor (mainly ethnic minority) and displaced communities; child 
focused HIV/AIDS prevention and care; a range of child rights and child 
protection work, with increasing involvement in anti-poverty policy and 
economic policy issues at the country, regional and global levels. 

You will provide leadership to the development and implementation of 
economic policy advocacy work at the regional level, develop a programme 
of capacity building, and provide technical input to country programme 
teams. You will also engage in the development of the organisation's global 
priorities on economic policy issues. Likely thematic areas of work will 
include issues related to economic liberalisation, pro-poor growth, inequality, 
public expenditure and foreign direct investment. 

A comprehensive and demonstrable understanding of economic policy 
issues and trends affecting children in the region, and of macro and structural 
economic policy issues with respect to child rights is vital. At least three 
years’ experience in a senior role in economic policy or programming work 
is essential, preferably in a development agency, preferably within Asia. A 
post-graduate degree in a development or economics or social science- 
related field would be an advantage. 

To help reduce our costs please apply online at 
www.savethechildren.org.uk/jobs Alternatively email jobs-asia@scuk.org.uk 
quoting ref. AS2210. Closing date: 19th March. 

The supporting statement in your application form should address all the 
selection criteria in the person specification. 

Recruitment and selection procedures and checks reflect our commitment 
to the protection of children from abuse. 


Save the Children aims to be an equal opportunities employer. 


CLASSIFIED SECTION 


The classifications available in this section are as follows; when booking, 


please state your requirements: 
Appointment Hotels & Accommodations 
Business Equipment Investment Opportunities 
Business Opportunities Notices 
Conferences & Exhibitions Personal 
Courses & Seminars Positions Wanted 
Education Property 


Franchises Schools/Universities 








Reservations should be e-mailed to: 


joanna.depiano @dowjones.com (USA) 
emma.balogun@dowjones.com (Europe) 


brian.tong @dowjones.com (Asia) 


T Save the Children 
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THE CHINA MYSTERY REVEALED 
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Did Marco Polo Really Make The Journey To China? 


With Marco Polo's chronicle The Description of The World as a travel guide, 


National Geographic photographer Michael Yamashita retraces 


the footsteps of the great explorer to find the answer. 


An Exclusive 3-Part Special 


-SUNDAYS 7,14,21 MARCH 


SPM aan PMitiesmmerenis) oar 


NATIONAL 
GEOGRAPHIC 
CHANNEL 


www.ngcasia,com 


Also visit the ‘Marco Polo: The China Mystery Revealed’ Photo Exhibition 
_in Taipei at the Taipei 101 Mall (20 February — 14 March). 


NATIONAL GEOGRAPHIC CHANNEL and the Yellow Border Design are trademarks of National Geographic 


Society; used with permission. 
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The Airbus A340. 
The only way to fly direct from-New York to-Singapöre: 


New York to Singapore, London to Perth ór Dubai to Aucklandiyith no stopping, no delays 
and no hassle. No“6he can do that can they? Well now Airbus can. The four engined 
A340 flies further than any other commercial aircraft, taking the stress out of travelling 
long haul. So, wherever your meeting is in the world you’ arrive relaxed, rest assured. 
“Airbus. Setting the standards. = 
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The Airbus A340. 
The only way to fly direct from- New York to Singapore. 
New York to Singapore, London to Perth or Dubai to Aucklandawith no stopping, no delays 


and no hassłe. Nōöñecan do that can they? Well- now Airbus can. The four engined 
A340 flies further than any other commercial aircraft, taking the stress out of travelling 


long haul. So, wherever your meeting is in the world you’ll_arrive relaxed, rest assured. 


“Airbus. Setting the standards. ae 


www.airbus.com 
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_ CHINA AND PATRIOTS 
_ I refer to True-Patriot Games [March 
_ 4]. A study of the Chinese Communist 
__ Party's intellectual legacy can help us 
understand why Beijing can use one 
facet of democracy (patriotism) against 
_ democrats. Mao Zedong’s dialectic 
materialism holds that contradictory 
or opposite tendencies exist in all phe- 
‘nomena, including mirid and society. 
"Thus, Chinese negotiators often insist 
that their interlocutors first accept cer- 
tain general and “innocuous” princi- 
ples and then oblige them to “faith- 
fully” (as defined by Beijing) imple- 
: ment these agreed principles. 
~~. The slogan used to shore up pub- 
_lic confidence prior to Britain's 1997 
handover of Hong Kong to China— 
“Hong. Kong people ruling Hong 
Kong’ —becomes anything but reas- 
suring, because Beijing defines Hong 
-Kong “people” as “patriots.” Since the 
“Communist Party is the ruling party of 
China, anyone criticizing the party’s 
policies or interpretations is disloyal to 
„the country—hence, “unpatriotic” and 
ineligible to govern Hong Kong. 
- The fact that Beijing reserves the 
right to final interpretation for its 
“promises based on its self-interest 
_ guarantees the steady erosion of Hong 
Kong’s autonomy. 
: VINCENT WEI-CHENG WANG 
Richmond, Virginia 


I refer to Patriots, Country [Editori- 
‘als, Feb. 26]. You misunderstand 
“Hong Kong and the policy of “one 
“country, two systems.” Since the han- 
dover, Hong Kong has been a part of 

China in every respect. “One coun- 
try” means Hong Kong’s mission is 
‘fot only to serve its people locally, 
but more importantly also to serve 
the entire People’s Republic of China 
in both political and economic 
teforms. Moreover, the “two-sys- 
tems” policy is not meant to be per- 
petual; the two systems are meant to 
converge. Hong Kong should play a 
leading and supportive role in the 
reform of the mainland. 
= Beijings emphasis on patriotism is 
based on the fact that it is necessary 
to establish the one-country policy first 
in order to achieve convergence of the 
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two systems. Without political stability 
in the region, none of the desired eco- 
nomic and political reforms can be 
achieved. Hong Kong along with Tai- 
wan, Tibet and Xinjiang are China’s 
political weak points. Therefore, some 
extreme measures are required in such 
areas in order to sustain political sta- 
bility. The question remains to what 
degree such measures are appropriate. 
That is open for debate. 

After all, the welfare of Hong 
Kong people shall be protected to the 
degree that it does not offset China’s 
reform effort. Liberty is the one thing 
every Western country uses to attack 
China. But they should look at their 
own back yard first before they criti- 
cize China. 


JIA QIAO 
Melbourne 


CITIZENSHIP RIGHTS 
Fernando Poe Jr. was born in the 
Philippines over Go years ago and 
always presumed he was Filipino. Now, 
it is suggested that because he was 
born out of wedlock and by a woman 
who was not then a Philippine citizen, 
he never was and is not a Filipino. [Poll 
Positions, Jan. 29.] Poe never thought 
and was unaware he was nota Filipino. 
He behaved as one, and with money 
from his movie career acquired real 
property. Foreigners can't do this. 

The pursuit of arcane legal doc- 
trines is one of the many things peo- 
ple perceive to be a problem in the 
Philippines: too many laws, no justice. 
This system is detrimental to the polit- 
ical and economic growth of a nation 
that continues in a downward spiral 
that results in sickening poverty and 
economic failure. 


MANUEL PEREZ 
Makati 


CORRECTION 

In Shanghai Skyscraper Back on Track 
[Intelligence, Feb. 26], we should have said 
that the World Expo in Shanghai is to 
be held in 2010. 
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No Surprise From North Korean Talks 


If North Korea is unlikely to give up its nuclear programme, what’s Plan B? 


JAW-JAW IS BETTER THAN wat-war, as Winston Churchill 
once said, so it’s usually a good sign when parties in a conflict 
commit themselves to talking. Sadly, that’s proven not to be the 
case when you throw North Korea into the mix. Why? Because 
Pyongyang has used “talking” as an excuse to stall on substantive 
measures to scale down the threat it poses to regional security. 
That’s why the just-concluded six-party talks were so disap- 
pointing. In fact, they were worse than disappointing; they were 
a tactical victory for North Korea—underlined by Pyongyang’s 
willingness to go along with the closing statement by the host 
nation, its last ally China. (See related article on page 18.) 

We admit that we were roused to guarded optimism last year 
when North Korea agreed to joint talks with China, Japan, Rus- 
sia, South Korea and the United States. It is necessary that all 
parties with a stake in the denuclearization of the Korean penin- 
sula participate. The problem is that the North has cleverly crafted 
the talks into an excuse to do nothing. Worse, the talks also 
have been seized upon by China and an accommodative fac- 
tion in the U.S. State Department as an example of the progress 
that can be had by engaging Pyongyang, showing an overarch- 
ing concern over process rather than substance. 

So the theory now is that while nothing can get done before 
June—when the next round of talks are scheduled—an agreement 
to convene a working group should ensure better results. That's 
wishful thinking. China has been anxious for “engagement” to 


tum to justify putting off serious considerations of more coercive 
measures. Yet momentum from the working group is likely to do 
no more than push the issues round in circles, working to 
Pyongyang’s calculations. 

In truth, North Korea doesnt want to consider options until 
after the November U.S. presidential elections. It hopes to cut a 
better deal with a Democratic president. But if it still has to 
negotiate with George W. Bush, it'll have had an extra eight months 
to keep its nuclear programme going. In the meantime, the world 
remains in the dark about its suspected highly enriched uranium 
programme, and what's happened to the plutonium it is believed 
already to have reprocessed. Seriously, Kim Jong Il has no inten- 
tion of giving up his nukes. Indeed, over the past 10 years, the pos- 
session of nuclear weapons—both as offensive instruments 
and for blackmail—has become the central tenet of North Korean 
state ideology. That’s why it’s foolish to countenance even the 
“peaceful” use of nuclear technology by the North. 

While we can't be sure of the level of nuclear technology in 
North Korea, or what material it already has, Pyongyang won't 
give up any of it willingly. The military would see this as a sell- 
out, and if this were to happen Kim's days likely would be num- 
bered. The Dear Leader won't do a Moamar Qaddafi. 

Increasingly, regime change seems the most realistic solution 
to the North's threat. But how to do this is another question—and 








prove successful, and has been looking for any sign of momen- 


? 
I tsa Deal The best economic policy for Malaysia and Singapore is more cooperation 


RELATIONS BETWEEN Singapore 
and Malaysia long have been like those of 
competitive siblings. Now, four months 
after Abdullah Ahmad Badawi took over as 
prime minister of Malaysia, there are signs 
ties are improving. As often is the case in 
such developments, economic considera- 
tions are taking the lead. 

This week, the Malaysian government's 
main investment arm, Khazanah Nasional, 
sold a 5% stake in state-controlled Telekom 
Malaysia to Temasek Holdings, an invest- 
ment arm of the Singapore government. 
This is the first time in years that a Singa- 
pore government-owned company has 
been able to buy assets controlled by the 
Malaysian government, and involves a 
company that is the largest by market cap- 


italization on the Kuala Lumpur Stock 
Exchange. (See related article on page 16.) 
It was only in 2000 that a bid by Singapore 
Telecommunications—also controlled by 
Temasek—for a stake in a telecommuni- 
cations firm, Time DotCom, was rejected 
by then Prime Minister Mahathir 
Mohamad, who thought the sale might 
pose “security” concerns. 

Today, taboos are falling by the wayside. 
Earlier, Temasek was reported to have 
begun negotiations for a stake in Alliance 
Bank. The bank may be one of the small- 
est in Malaysia, but banking is a sensitive 
sector. If the deal goes through—and 
reports say the central bank is likely to look 
favourably on it—this would be the first 
investment by a Singapore-government 


company in a Malaysian financial institu- 
tion. This and the Telekom deal are sig- 
nificant events, and may signal much else 
to come—particularly as Kuala Lumpur 
begins to loosen its grip generally on pub- 
licly traded state-controlled companies. 

More to the point, they indicate a 
change in how Malaysia and Singapore 
increasingly see each other, and may mean 
less frosty relations. Both share much corn- 
mon history and culture, and many fami- 
lies have kin on both sides of the border. 
Who knows what has been the opportunity 
cost of failing to leverage all this? 

To be sure, these are early days yet. But 
we'd hope that both countries realize that 
their best economic policy is simply more 
cooperation across the causeway. @ 
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Malaysia Reviews 
Past Privatization 


The Malaysian government has authorized a sweeping assess- 
ment of the privatization policies of former Prime Minister 
Mahathir Mohamad in an apparent bid to avoid past mistakes. 
In early February, the government’s Economic Planning 
Unit—which reports directly to Prime Minister Abdullah 
Ahmad Badawi—commissioned the semi-autonomous Insti- 
tute of Strategic and International Studies to carry out eval- 
uations on nine sectors that have either been privatized or 
have implemented privatization projects. These include such 
key fields as power, telecommunications, water, health serv- 
ices, sewerage, transport and infrastructure. The think-tank, 
in turn, has outsourced the work to professional consult- 
ants and given them a preliminary deadline of six months. 
It isn't clear why the studies are being done, but some ana- 
lysts say the new administration is anxious to avoid mis- 
takes made by Mahathir’s administration. “It’s not really a 
fault-finding exercise,” says one analyst. “It’s more like, ‘How 
we can avoid repeating mistakes that have cost this country 
a lot of money?’.” Mahathir was a keen advocate of privati- 
zation of state assets, believing that the private sector was more 
efficient than the government. But he was accused of pur- 
suing a privatization policy of “first come, first served” rather 
than opening up sectors to competitive bidding. 


SENIOR REPUBLICAN Raps AFGHAN POLICY 
A senior Republican congressman has criticized the United 
States administration for not investing enough in Afghanistan 
as the country’s government struggles to maintain security, 
develop the economy and prepare for elections scheduled 
for June. “We're not putting enough money in, we're not put- 
ting enough effort in, in what is really nation-building,” 
says Doug Bereuter, a ranking member of the House Inter- 
national Relations Committee. Bereuter tells the REVIEW 
that at least part of the problem is due to the fact that “money 
and resources are being diverted to Iraq” and that other coun- 
tries have been slow to kick in funding and additional peace- 
keeping forces. “I’m critical of the [Bush] administration for 
downgrading their attention to Afghanistan because I think 
we're more likely to have regression that would be difficult 
to reverse if we’re not careful,” adds the legislator from 
Nebraska. Bereuter retires later this year to head the San Fran- 
cisco-based Asia Foundation, a non-governmental organiza- 
tion that works to promote democracy and the rule of law in 
many Asian countries. 


AMERICANS REVIEW ADOPTION PACTS 

Relief may be in sight for American couples who wish to adopt 
Vietnamese or Cambodian children. United States consular 
officials will head to Hanoi on March 11 to negotiate a new 
adoption pact with Vietnamese authorities, following similar 
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ADOPTION RETHINK: An American holds two baby girls in Hanoi 


talks in Phnom Penh in early March. “I think we can find com- 
mon ground. We will try to resolve all problems with the 
Americans in the first round of negotiations,” says Vu Duc 
Long of Vietnam's Ministry of Justice. Hanoi suspended most 
overseas adoptions in early 2003, following revelations of 
fraud. Across the border from Vietnam, the U.S. government 
has tried to halt adoptions from Cambodia since late 2001 fol- 
lowing allegations of baby-selling—though some people man- 
aged to evade the restrictions. Prospective families have put 
pressure on U.S. officials to rectify the process for both coun- 
tries. In 2002, Americans adopted 741 children from Viet- 
nam, which ranked third in Asia following China and South 
Korea. Americans adopted 254 Cambodian children between 
October 2001 and September 2002, but the figure fell to 124 
over the following year, according to U.S. consular offi- 
cials. Meanwhile, France is grappling with a large backlog of 
applications, though it’s among five European nations that 
have forged new bilateral adoption agreements with Viet- 
nam. Long says it has been difficult to meet French demands 
for baby girls younger than six months. The Vietnamese offi- 
cial also expresses hope that American couples will be more 
flexible in adopting toddlers up to four years old, some of 
them with birth defects. 


BurRMA DENIES KOREA NUCLEAR LINK 

Burma’s military rulers have angrily dismissed suggestions 
in the United States about nuclear ties between Rangoon and 
Pyongyang. A report on the Web site of the Burmese gov- 
ernment’s information committee on February 13 attacked 
the “irresponsible and unprofessional remarks” by senior U.S. 
Senate aide Keith Luse, who on February 9 raised questions 
about whether North Korea was providing nuclear technol- 
ogy to the Burmese military. The release from Rangoon said 
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Burma “has no desire, nor any intention, of developing 
nuclear weapons, or other weapons of mass destruction, or 
obtaining them from other countries.” The report insisted 
that Burma “has no need of such weapons” and declared that 
the country “has the right to develop nuclear facilities for 
peaceful purposes, should it choose to do so.” Luse, an 
Asia-policy aide to Republican Senator Richard Lugar, chair- 
man of the Senate Foreign Relations Committee, made the 
remarks during a panel discussion on congressional priori- 
ties in Asia in 2004 at the Heritage Foundation, a conser- 
vative Washington think-tank. 


PACIFIC ISLAND NATIONS UNDER FIRE 

The United States has criticized unspecified Pacific island 
nations for economic policies that could hinder the global 
war against terrorism. “The U.S. has been concerned by 
passport-sales schemes or financial legislation that would 
weaken the safety and standards governing banks and oth- 
erwise facilitate money laundering,” Matthew Daley, a 
deputy assistant secretary of state for Asia, told a February 
24 meeting hosted by Georgetown University in Washing- 
ton. “These activities must stop.” Daley told the audience, 
which included many senior diplomats from Pacific island 
countries, that such behaviour creates “serious, if unin- 
tended, gaps in international security regimes that can, and 
eventually will, be exploited by terrorists.” The official did 
not specify which Pacific islands countries he was targeting 
for criticism, but the region includes such island groupings 
as Fiji, the Marshalls, Nauru, Papua New Guinea, the 
Solomons, Tonga and Vanuatu. 


MEGAWATI May SURRENDER PARTY HELM 
A close aide to President Megawati Sukarnoputri says she is 
likely to step down as chairman of the Indonesian Democ- 
ratic Party for Struggle (PDI-P) if she wins a second term in 
this year’s presidential election. “If Mega is president again, 
we don't think she should stay as 
chairman,” says Pramono Anung, 
the party’s deputy secretary-general. 
Megawati has been widely criticized 
for retaining direct control over the 
PDI-P, which has often been likened 
more to a fan club than a genuine 
political party. Anung insists that the 
character of the party has changed 
since the 1999 general election 
when it relied on Megawati, the 
daughter of Indonesia's founding 
President Sukarno, for “99%” of the votes. He tells the REVIEW 
that the president has been urging PDI-P leaders to build a 
proper party structure—a move that has led to efforts to 
improve the calibre of candidates for the next parliamentary 
elections on April 5. Despite predictions of a comeback by the 
former ruling Golkar party, Anung says the PDI-P still expects 
to win 35% of the national vote. 
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INSIDE STORY: An 
aide sheds light on 
Indonesian President 
Megawati’s plans if 
she is re-elected 
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THIS WEEK 


South Korea Enjoys High Export Growth 


South Korea’s trade surplus increased in February 
at its fastest rate in 15 years as the nation recorded 
its 11th straight month of trade surpluses thanks to 
strong exports. Total exports grew 45.9% in Febru- 
ary to $19.46 billion. Exports rose 25.6% to $17.41 
billion. The sharp increase in exports has helped 
South Korean companies compensate for a slow- 
down in domestic consumption. Global demand 
for semiconductors, mobile phones and cars led 





BOOM: Car exports have 
increased sharply 


HONG KONG 


Twenty financial executives, 
including a well-known stock 
analyst for Swiss investment bank 
UBS, were arrested after an 
investigation by Hong Kong’s 
Independent Commission Against 
Corruption into allegations of 
bribery and share-price manipula- 
tion. The case involves the alleged 
payment of almost $800,000 in 
bribes and the corrupt purchase 
of a limousine. The ICAC would 
not comment on the arrests. 
Among those arrested was 
Nicholas Tan, a research analyst 
covering small companies in 
Hong Kong for UBS. Tan was 
suspended by UBS following his 
arrest. The ICAC probe is believed 
to be one of the biggest ever into 
Hong Kong’s financial sector. It 
reportedly centres on allegations 
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* ment hopes that the 


the surge. The govern- 


export strength will 
eventually be felt by 
domestic consumers, 
who have been mired in 
credit-card debt. Reports 
say that as many as one 
in 13 people in South 
Korea is now unable to 
pay off his or her debts. 


that fund managers were bribed 
by an official of a listed company 
to buy shares in that company, 
and also involved alleged pay- 
ments for favourable research 
reports on the company. 


FINANCE: The ICAC arrested 20 
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MALAYSIA 


Prime Minister Abdullah 
Ahmad Badawi 
announced that parlia- 
ment would be dissolved 
on March 4 and snap 
elections called. No date 
was set, but many expect 
them to be before the 
end of March. Abdullah 
took over from Mahathir 
Mohamad in October and 
has been expected to call 
elections as a way of 
securing his own man- 
date to lead the country. 


Just before meeting with 
an American envoy who 
urged Malaysia to crack 
down on proliferators, 
Foreign Minister Syed 
Hamid said he didn’t see 
any need for Malaysia to 
tighten controls over the 
export of technology that 
could be used to make 
nuclear bombs. The U.S.- 
Malaysia discussions 
follow the seizure of a 
shipment of centrifuge 
parts made by a 
Malaysian company 
majority-controlled by the 
son of Prime Minister 
Abdullah Badawi. 


A United States federal 


court ruled that an Indian 
company’s generic 
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AIRPORTS OF Thailand — 
raised 17.3 billion baht | 
($440 million) inthe 
nation’s biggest initial — 
public offering bya 
state company in more 
than three years. The 4 
offering represented a 
30% share of the com- 
pany. The size of the 
offering, which was 
oversubscribed by retail 
investors 8.5 times and 
by institutional investor! 
18 times, had been 
delayed at least three — 
times since 2001. The © 
government is selling thi 
stake to pay pe on 
airport for Bangkok. The 
current one is Asia’s 
second-busiest after 
Tokyo’s domestic 
airport, Haneda. 


version of a drug used 
for hypertension and 
angina infringed on a 
U.S.-held patent. The 
decision could protect 
the Pfizer Inc. drug, called 
Norvasc, which had sales 
of $4.3 billion last year, 
for a year or longer from 
a generic product pro- 
duced by Dr. Reddy’s. 


SINGAPORE 


The government blamed 
sluggish tax revenues in 
2003 for a delay in 
implementing a plan to 
cut income taxes from 
22% to 20%. A corporate 
tax cut to 20% proceeded 
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on schedule. The govern- 
ment has estimated that 
GDP for 2004 is probably 
going to grow in a range 
of 3.5%-5.5%, which 
would be the best annual 
performance since 2000. 


Temasek Holdings, the 
investment arm of the 
Singapore government, 
said it purchased 5% of 
Malaysia’s biggest phone 
company, Telekom 
Malaysia, for 1.6 billion 
ringgit ($421 million). 
(See article on page 16.) 
The investment repre- 
sents a shift for 
Malaysia, which rejected 
an investment by a 
Temasek-controlled 
Singaporean company 
four years ago. Then- 
Prime Minister Mahathir 
Mohamad cited security 
concerns for the decision. 


Police have arrested a 
Malaysian man in connec- 
tion with last year’s 
bombing of the JW 
Marriott Hotel in Jakarta, 
which killed 12 people 
and injured 150. Police 
said that they were 
withholding details of the 
arrest of Amran Mansur 
on February 12 while they 
hunted for more sus- 
pects. He is suspected of 
supplying explosives for 
the bombing. Police are 
still hunting for another 
Malaysian national, 











ARREST: Police have detained a Malaysian suspect 


Azahari, whom they 
accuse of heading the 
Marriott bombing and 
describe as the most 
wanted man in 
Southeast Asia. 


BURMA 


United Nations envoy 
Razali Ismail visited 
democracy leader Aung 
San Suu Kyi, who is 
under house arrest, in a 
new attempt to broker a 
deal between Suu Kyi 
and the Rangoon govern- 
ment. “She is fine,” said 
Razali of Suu Kyi. Razali 
has been trying to get 
the government to 
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RAZALI: Back in Burma 


restart a national con- 
vention for the purpose 
of drawing up a new 
constitution, which 
would lead to elections. 


HONG KONG 


Net profit for banking 
giant HSBC Holdings 
grew 41% in 2003 thanks 
largely to acquisitions of 
an American consumer- 
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finance group, Household 
International, and a 
Mexican bank group. 
More than 70% of the 
company’s profit increase 
to almost $9 billion came 
from these two compa- 
nies. Hong Kong, which 
accounts for 26% of the 
company’s global profits, 
increased slightly from 
2002 to $3.73 billion 
despite the impact of 
Severe Acute Respiratory 
Syndrome in the first half 
of the year. 


SOUTH KOREA 


The credit-card unit of 
Korea Exchange Bank 
said it would cut its 








= workforce less than it had 


announced earlier to end 
a strike by its labour 
union. Korea Exchange 
Bank Credit Service had 
said it would lay off 55% 
of its workforce of about 
800 people—about 440 
workers. But after the 
strike, the company said 
it would cut only 231 
employees and offer all 
of them an early-retire- 
ment package. 


THAILAND 


The government has 
delayed imposing a new 
midnight curfew on bars 
and clubs until later in 
March. The government 
says the law was 
designed to curb juvenile 
crime and drug abuse. 
However, the plan 
provoked an outcry from 
the nation’s vibrant 
entertainment industry. 
Protesters said it threat- 
ens livelihoods and will 
force businesses to 
close. Officials said there 
will be some exceptions 
to the curfew in selected 
zones of Bangkok and 
some resorts. 








SPOTLIGHT 


DEATH SENTENCE: An eight-year trial ends 


ASAHARA VERDICT 
The images are seared into Japanese memory: 
Commuters in neckties collapsed outside sub- 
way exits. Soldiers in white anti-chemical suits 
descending into one of Tokyo’s busiest subway 
stations. Windowless buildings at the foot of 
Mt. Fuji where a religious cult secretly manu- 
factured deadly gas. 

On February 27, a Tokyo court provided some 
closure to one of the worst acts of urban ter- 
rorism in modern times by sentencing Shoko Asa- 
hara, former leader of the Aum Shinrikyo cult, 
to death for masterminding the 1995 subway gas 
attack that killed 12 people and sickened 5,500 
more. The marathon eight-year trial made him 
the 12th member of the cult condemned to death 
by hanging. But it left largely unanswered the nag- 
ging question: Why did the group do it? 

As the presiding judge spent four hours read- 
ing guilty verdicts on 13 different charges, Asa- 
hara made no effort to defend himself or explain 
Aum’s actions. Wearing a black sweatsuit, his 
curly beard and hair trimmed and greying, the 48- 
year-old self-proclaimed guru only mumbled to 
himself and made odd faces at the judges. Police- 
men had to drag him to his feet when the final 
penalty was read. 

Asahara’s lawyers have appealed. But con- 
sidering that Asahara has made only incoher- 
ent statements up to now, few people hold out 
any hope that he will offer new clues into why his 
band of young, well-heeled acolytes released 
deadly gas on crowded morning trains, shatter- 
ing Japan’s cherished self-image as an almost 
crime-free nation. Martin Fackler 
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SECURITY 


Thailand’s War Zone 


Martial law is in force as violence surges in southern Thailand. Officials blame Muslim separatists. 
If they’re right, the U.S. may be facing a growing new battle in its war on terrorism 


By Shawn W. Crispin/NARATHIWAT PROVINCE 








IN CONFLICT: 

The Thai flag flies 
beside a mosque 
in southern 
Thailand 
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TANYONGMAT, A SMALL Muslim town 
in southern Thailand surrounded by rub- 
ber plantations and jungle-covered 
mountains, has become a war zone. The 
Thai government has declared martial 
law here: Soldiers stop and check pass- 
ing vehicles for weapons behind fortified 
roadblocks; M-16-toting police officers 
patrol the town’s dusty streets on guard 
against possible guerrilla attacks. At 
night, a curfew takes effect, and the 
sound of Blackhawk helicopters over- 
head deters villagers from venturing out 
of their homes. 

The trigger for this show of force: A 
mysterious January 4 attack on multi- 
ple targets, including the simultaneous 
torching of 20 schools and an assault 
on an army camp where more than 300 
weapons were stolen and four Thai sol- 
diers killed. Since then, violence has 
surged across Thailand’s predominantly 
Muslim southern provinces. At least 45 
people have been killed in almost daily 
attacks on police officers, schoolteachers 
and even Buddhist monks—all symbols 
of Buddhist dominance over the region, 
home to most of Thailand’s Islamic 
minority of 3 million people. 

Tanyongmat has been particularly 
hard-hit. In the past two months a bomb 
has detonated at the local market, three 
Muslim villagers have been abducted by 
armed assailants and three police officers 
have been shot and killed by masked 
assassins on motorcycles, according to a 
senior police official. 

“We don't understand what is hap- 
pening,” says Tuanrahana Mahmin, a 
26-year-old school teacher whose hus- 
band was abducted on February 11. “The 
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government needs to explain where my 
husband has gone.” 

“We are trying to help,” says Gen. 
Narat Initonponhom, head of Tanyong- 
mat'’s police force, referring to the abduc- 
tion case. “We still don't know who we are 
fighting against.” 

Police in Narathiwat province recently 
arrested nine Thai Muslim suspects who 
they contend were involved in the Janu- 
ary 4 attacks. Senior Thai military offi- 
cials believe the subsequent surge in vio- 
lence indicates that a long-dormant Mus- 
lim separatist insurgency has revived, 
most likely with the financial and oper- 
ational support of internationally linked 
Islamic terrorist groups. 

“Muslim separatists are behind every- 
thing that is happening in the south,” 
contends Gen. Kitti Rattanachaya, secu- 
rity adviser to Thai Prime Minister 
Thaksin Shinawatra. 

Kitti believes the armed remnants of 
former Thai insurgent groups—the Pat- 
tani United Liberation Organization (or 
Pulo), New Pulo and the Barisan Revolusi 
Nasional—have joined forces under a new 
umbrella group, Bersatu, or “united” in 
the local Yawi language. 

Thailand’s Muslims have long com- 
plained that the Thai government dis- 
criminates in favour of the country’s Bud- 
dhist majority over its Muslim minority. 
Such complaints served as an impetus for 
an Islamic insurgency that began in the 
1960s. Thailand’s 1997 constitution, 
which guaranteed religious freedom and 
promoted more local democracy, eased 
tensions somewhat. 

Now, as Islamic extremist groups aim 
to build networks across Southeast Asia, 
and as Thaksin's government imposes 
tough security measures in response to 
the threat, those old grievances have 
apparently resurfaced. 

“Our Muslim separatists were quiet 
for many years so they could spread 
their message through religious schools 
and train new young recruits to be fight- 
ers,” says Kitti, a former army com- 
mander in the region who fought Thai 
Muslim insurgents over the past three 
decades. “They are getting stronger and 
stronger, while our security has gotten 
weaker and weaker.” 

Kitti says some Thai insurgents 
recently received military training from 
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LIFE UNDER 
MARTIAL LAW 


e Martial law and curfew are 
in effect in many districts 
in southern Thailand 


* 45 people have since been 
killed since January in 
attacks on police, teachers 
and monks 


e Officials blame Muslim 
insurgents, who they say 
have international support 





ATTACK, ARREST: A school burns in January; 
a suspect is arrested 


radical Islamic groups in Indonesia. 
Another senior Thai intelligence offi- 
cial expresses concerns that Indonesia’s 
radical Jemaah Islamiah group has 
recently tried to recruit followers in 
southern Thailand, and that the region is 
becoming a breeding ground for inter- 
national terrorist groups. If true, that 
could mean a new militarized front is 
opening on the United States-led war on 
terrorism in Southeast Asia. 

The U.S. and Thailand have, perhaps, 
the closest counter-terrorism relationship 
in Southeast Asia, with Central Intelli- 
gence Agency officials and Thai intelli- 
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gence agents working hand-in-hand. The 
two sides formed the joint Counter-Ter- 
rorism Intelligence Centre, or CTIC, even 
before the September 2001 terrorist 
attacks on the U.S., mainly to gather 
information on suspected terrorists mov- 
ing through the region. 

Last year, Thai security agents, work- 
ing with the CIA, captured Jemaah 
Islamiah’s operational head, Riduan 
Isamuddin, or Hambali, near Bangkok. 

Recently, the CTIC’s focus has shifted 
towards the incidents in southern Thai- 
land, according to a senior Thai intelli- 
gence official. “The U.S. is monitoring 
Thai Muslims and helping us X-ray who 
is who,” sorting criminal gangs from ide- 
ologically driven terrorists, he says. 

Thailand has not requested U.S. mil- 
itary assistance in the south. But many 
local Muslims believe the heavy-handed 
measures Thai security officials have put 
in place are somehow associated with the 
U.S.-led anti-terrorism campaign. 

“Local people believe the CIA has 
played a role in what’s happening here,” 
contends Fadruddin Boto, a senator from 
Narathiwat who also owns an Islamic 
school at Tanyongmat. “They think the CIA 
wants to make southern Thailand’s prob- 
lem into an international problem.” 

Those impressions first took root last 
June when police arrested three promi- 
nent social and religious leaders in 
Narathiwat province and charged them 
with plotting to bomb five foreign 
embassies and popular tourist spots in 
Thailand. The suspects were arrested just 
hours before Thaksin's scheduled meeting 
with U.S. President George W. Bush in 
Washington. The move drew local criti- 
cism that the men were wrongfully ar- 
rested, to please the Americans at a time 
when Washington was pressing for greater 
cooperation in fighting terrorism. 

Soon thereafter, Thai security officials 
clamped down hard on the region, plac- 
ing heavily armed police officers in reli- 
gious schools and sometimes conducting 
commando-style searches on local 
mosques, often using sniffer dogs in 
search of explosives. Since the January 4 
incident, scores of districts in southern 
Thailand have been placed under martial 
law. “These are the tactics we need to win 
the war,” asserts Kitti. 

Thaksin has also said he intends >> 
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LIFE DURING 
WARTIME: 
Muslim women 
at a Narathiwat 
market; 

Thai military 
on patrol 
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to construct a security wall along a 
stretch of Thailand’s southern border 
with Malaysia to hinder “terrorists” from 
launching attacks and then retreating 
across the border to jungle redoubts in 
northern Malaysia. 

In the 1990s, Thailand repeatedly 
alleged that Thai insurgent groups were 
granted safe haven in northern Malaysia, 
charges Kuala Lumpur denied. 

In early 1998, Thai and Malaysian 
police forces conducted joint raids in 
northern Malaysia, netting several key 
Pulo and New Pulo leaders in the 
process. Thereafter, more than 900 Thai 
militants voluntarily joined a govern- 
ment rehabilitation programme, in 
which they promised to support peace- 
ful national development. 

That was thought to have taken care 
of the bulk of remaining militants. How- 
ever, many Pulo and New Pulo leaders are 
believed to have fled abroad, and Thai 
intelligence officials believe they are now 
making a comeback. 

Thai security officials handed their 
Malaysian counterparts a list of 18 Thai 
suspects they believe were involved in the 
January 4 incident and then took sanc- 
tuary in northern Malaysia. Kuala Lumpur 
has not made any arrests. 

However, Bangkok and Kuala Lumpur 
recently commenced joint border patrols, 
and both countries have agreed to elimi- 
nate the dual-citizenship privileges that 
allow many people easy passage across 
their shared border. 

Notably, no known Thai insurgent 
group has accepted responsibility for the 
recent violence. However, some Thai 
Muslim leaders claim their followers are 
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for the first time in years making reference 
to hijra, an Islamic religious principle that 
they say asserts Muslim communities 
are duty-bound to resist persecution that 
puts their survival at risk. 

In the past, that principle provided 
religious cover for insurgent activities 
against the Thai state, which included 
arson and bomb attacks against govern- 
ment establishments and Buddhist tem- 
ples. The recent violence shows similar 





crat Party. “Democratic countries use polit- 
ical means to solve problems . . . Thaksin 
is using guns. That hurts his government’s 
credibility with local people.” 

In 2002, Thaksin disbanded two 
military-led security agencies working 
in the south and handed sole responsi- 
bility for security over to the Thai police. 
Some Muslim Thai leaders say that pol- 
icy shift closed down an important 
channel of communication with Thai 


THAILAND’S MUSLIMS HAVE LONG COMPLAINED 
THAT THE THAI GOVERNMENT DISCRIMINATES IN 
FAVOUR OF THE COUNTRY’S BUDDHIST MAJORITY 


hallmarks, with attacks on state targets, 
while avoiding incidents that directly 
affect the local Muslim population. 

One Thai Muslim leader based in 
Narathiwat province says many of his fol- 
lowers speak about a recent incident 
where a young Thai Muslim named Mak 
Marad shot and killed three senior Thai 
police officials before being gunned 
down ina shootout. His family declined 
to bathe his body before the funeral, indi- 
cating to Muslims attending the cere- 
mony that their son died fighting in a 
holy war. “Many here now see him as a 
sort of hero,” says the Muslim leader, who 
requested anonymity. 

Opposition politicians from the region 
contend that the government's approach 
to security is adding to the problem. “The 
use of power is not sensitive to the region's 
history or culture,” says Thaworn Sen- 
neam, an MP with the opposition Demo- 


officialdom. “We used to have a space to 
present our problems and find joint 
solutions,” says Makata Ma, president 
of the Islamic Association of Narathi- 
wat. “Now we're under martial law. Now 
we're scared to speak.” 

Thaksin has said it will take at least 
three years to stabilize the south. Towards 
that aim, the government recently 
announced a 22 billion baht ($560 mil- 
lion) spending plan for the region over the 
next three years. Local civic groups have 
urged the government to use part of the 
budget to build three new bridges and a 
road connecting with northern Malaysia. 
They say this would facilitate economic 
growth, creating jobs for youth who might 
otherwise join insurgent groups. 

For now, it’s unclear how much of the 
money will be spent on economic devel- 
opment, and how much on tightening 


security in the area. = 
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MALAYSIA-SINGAPORE TIES 


Friends 
Reunited 


Singapore’s purchase of a stake in Telekom Malaysia 
could herald improved bilateral ties 


By S. Jayasankaran/KUALA LUMPUR 


THE EMERGENCE OF Temasek Holdings, the embodiment of 
Singapore Inc., as a strategic stakeholder in Malaysia’s largest 
listed company could mark a watershed in often-strained rela- 
tions between the neighbours. 

On March 2, Temasek, the Singapore government's prin- 
cipal investment arm, was permitted by Kuala Lumpur to 
purchase 5% of national phone utility Telekom Malaysia for 1.6 
billion ringgit ($421 million). The stake was part of a 9% 
block of Telekom Malaysia stock put up for sale by state invest- 
ment company Khazanah Nasional, Malaysia’s equivalent of 
Temasek. The deal followed news that Temasek was negotiat- 
ing with shareholders of Alliance Bank, Malaysia’s second-small- 
est bank, to buy a controlling 30% interest in it. 

The sudden easing of restrictions on Singapore govern- 
ment acquisitions in Malaysia underscores the improvement 
in bilateral relations since November 1, when Abdullah Ahmad 
Badawi took over as prime minister from Mahathir Mohamad. 
Since then, Abdullah has met with Singapore Prime Minis- 
ter Goh Chok Tong three times—Mahathir seldom got 
together with the Singapore premier—and has openly talked 
about resolving several long-standing disputes with the island 
republic instead of resorting to international courts. 

Cash-rich Temasek has publicly expressed its intention to 
invest more in Asia. But despite buying stakes in banks in 
Indonesia and Thailand last year, its investment strategy 
was conspicuously lacking a foothold in Malaysia, Singapore’s 
biggest Asian trading partner. The new rapprochement, say 
political analysts in both countries, could lead to more cross- 
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GETTING TO KNOW YOU: Bucking tradition, Abdullah and 
Goh have met three times in the past four months 


border deals in sectors ranging from banking and port serv- 
ices to water treatment and infrastructure services. 

Malaysia’s change in tack may be simply pragmatic, and 
rooted in economics. The country has posted six straight years 
of budget deficits and has scaled back public spending sharply. 
To keep growth ticking over, it needs all the foreign invest- 
ment it can get, and treating Singapore like any other investor 
could be a deliberate policy shift in that direction. The 
Malaysian government also needs to raise funds and has 
decided to sell down its directly or indirectly held stakes in 
selected state-controlled companies to do so. One solution: 
Let Singapore Inc., with its fat wallet, buy in. 

Take the Telekom stock placement, for example. Ini- 
tially, Khazanah wanted to sell 300 million Telekom shares 
and trim its shareholding in the utility to 33% from about 43%. 
On the morning of March 2, however, securities analysts 
say they were told by Khazanah’s investment bankers that just 
150 million shares were to be offered because “there was no 
market” for the rest. But when Malaysian officials gave 
Temasek the green light to buy as well, all 300 million shares 
were quickly sold, earning Khazanah 2.9 billion ringgit. 

Malaysia and Singapore have maintained correct, if some- 
times cool, relations over the past four decades. Trade and invest- 
ment involving non-government companies has flourished and 
Singaporean tourists regularly flock to Malaysia. Malaysians— 
mostly of Chinese origin—comprise the majority of skilled, 
foreign nationals working in Singapore’s government and 
private sector. Indeed, one of the senior directors in Temasek 
in charge of investment strategy is Richard Ong, a Malaysian. 

But Malaysian political analysts say ties deteriorated in 
1997 after Singapore Senior Minister Lee Kuan Yew described 
Johor Baru, the capital of Malaysia’s Johor state, as “notori- 
ous for shootings, muggings and carjackings.” 


WAR OF WORDS 

Since then, the two countries have been engaged in a war of 
words over a batch of issues—from the price of water Malaysia 
sells Singapore to the use of airspace and railway access. A 
territorial dispute over a small island and Singapore's recent 
offshore reclamation work near Malaysia have already gone 
to international arbitration to be resolved. 

Enter Abdullah and the new diplomatic thaw. Singapore 
officials have no doubt why this is happening. “In Malaysia 
before, Mahathir would see anything with Singapore’s name 
on it and he would say no,” says a senior official in Singapore's 
Ministry of Foreign Affairs. Malaysian officials, for their part, 
blame ministry officials for the cold war. “They were the most 
hardline in their approach,” says one. 

An enduring theory about Malaysia-Singapore relations 
has it that ties will only improve when the generation of lead- 
ers involved in the separation of the two countries almost 
40 years ago is no longer in power. That may be so: Abdul- 
lah and Goh were in their 20s in 1965. = 

Michael Vatikiotis in Hong Kong contributed to this article 
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SOUTH KOREA 


The High Cost 
Of a Stalemate 


As another round of North Korea talks ends without 


agreement, the political and economic costs to Seoul of 


a stalemate show no signs of decreasing 


By Michael Vatikiotis and Donald Greenlees/SEOUL 


SOON AFTER NORTH KOREA announced its nuclear-weapons 
programme in October 2002, the world’s ratings agencies 
contemplated a downgrade of South Korea’s sovereign debt 
rating. The big fear was that the United States would mount 
a surgical strike on North Korea’s nuclear facility at Yongbyon, 
triggering a deadly counterattack against the South. Within 
months, Moody’s Investors Service put the country on its 
credit-watch list. A downgrade seemed imminent. 

Worried about the impact of such a move on an already 
shaky economy, three senior government officials were dis- 
patched from Seoul to New York in March last year to meet 
with top Moody’s executives. “We explained why no surgical 


STRANGE 
BEDFELLOWS: 
Political opponents 
think Roh (/eft) is 
getting too close 
to Bush 
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strike on North Korea was imminent, nor any kind of stu- 
pid mistakes by North Korea,” says Kwon Tae Shin, a deputy 
minister in the Ministry of Finance and Economy who was 
on the mission. “As the result of our mission, there was no 
downgrade,” he says proudly. 

The episode demonstrates just how skilful Seoul must be 
as it plays a nuclear cat-and-mouse game on the peninsula 
and at the same time tries to preserve its economic reputa- 
tion. South Korea has maintained a complex, sometimes con- 
tradictory, policy. It is keeping the door ajar to dialogue with 
Pyongyang while avoiding any suggestion of a climbdown on 
weapons of mass destruction. It is trying to appease young, 
nationalistic voters who are sceptical about the seriousness of 
the threat from the North. And it is trying to maintain the 
51-year-old security alliance with the U.S. as an essential 
bulwark against North Korean aggression. 

The difficulty of meeting such a confusing set of goals was 
underlined by the desultory outcome of another round of talks 
in Beijing aimed at persuading North Korea to abandon its 
nuclear programme. The talks, which brought together offi- 
cials from six countries including the U.S., China, North and 
South Korea, ended with barely more than an agreement to 
hold further talks. Whilst Pyongyang’s engagement does serve 
to allay fears that the situation could spin out of control, the 
slow-paced, inconclusive negotiations are worrying. 

“We have two daunting challenges: how to maintain South 
and North Korean relations, while addressing the North Korean 
issue, which is an imminent threat.” Foreign Minister Ban 
Ki Moon told the Review in an interview. Ban also admitted 
to concern over the difficulties of managing a healthy rela- 
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tionship with the U.S. ata time when the value of the alliance 
is questioned in Seoul and Washington. Ban assumed his post 
in January after his predecessor, Yoon Young Kwan, fell victim 
to differences between the Foreign Ministry and the president's 
office over how to manage American relations. 

Political wrangling over security is heating up as President 
Roh Moo Hyun's year-old administration faces its first elec- 
toral test in national-assembly elections on April 15. Roh is try- 
ing to seize control of the legislature from the conservative 
Grand National Party (GNP) with his new electoral vehicle, the 


Uri (Our Open) Party. Viewing 
the elections as an opportunity 
to consolidate support for his 
administration after a shaky first 
year, Roh wants to keep every- 
one happy on security issues. 
But he runs the risk of pleas- 
ing no one. 

Roh was elected on prom- 
ises of a foreign policy more 
independent of the U.S. But 
when Washington requested 
troops for Iraq, Roh complied 
to avoid damaging the alliance. 
The national assembly decided 
on its own in mid-February 
to send an additional 3,000 
troops to Iraq. It is a decision 
that risks rupturing the presi- 
dent’s support base. 

Opposition legislators have 


already signalled that security policy and the U.S. alliance 
will be critical battlegrounds in the fight for votes. GNP 
spokesman Park Jin says that the president’s approach, pan- 
dering to those demanding a more independent security pol- 
icy, is risky: “The danger is that the U.S. is losing interest in 
the alliance because of the Roh government's policy. The 
U.S. is questioning the value of the alliance and eroding the 


team spirit of the alliance.” 


SELF-RELIANCE, BUT MAYBE NOT RIGHT AWAY 

Roh administration officials reject such accusations. “Presi- 
dent Roh last year made it quite clear that it is time now, 
and hopefully within 10 years . . . that we need to think 
about when the Korean military becomes more self-reliant,” 
says Ban. But he adds: “When he said self-reliance, it was coop- 
erative self-reliance, while maintaining a very close . . . rela- 
tionship with the United States.” 

This domestic argument coincides with a global U.S. 
review of troop deployments. South Korea will likely be asked 
to pay a bigger share of the nation’s $20 billion defence bill. 
Already, South Korea spends $14.8 billion, or about 2.8% of 
GDP, on defence. The U.S. wants more. “We expect them 
to step up to the plate,” says a senior U.S. official. 

“Looking back 50 years,” Ban admits, “one can say [the 
alliance] has been largely one-sided, or more beneficial to [us], 
in terms of military assistance and economic assistance.” 
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LESS THAN WELCOME: Roh won votes with an anti-American stance 


Suanay /UOM-2e/ 3a] 





Pressures on Seoul to assume a larger share of the defence 
burden come as Koreans seem more concerned about the state 
of their economy than security. Weak consumer demand, 
declining manufacturing growth in every sector except semi- 
conductors, and growing unemployment are holding back con- 
fidence in the economy. Most Koreans would like to see the 
government focus on reforming the domestic economy and 
eliminating corruption rather than on foreign policy. 

Meanwhile, despite recent foreign bank takeovers, foreign 
direct investment has fallen off over the past two years. Big 


concerns for investors are the 
poor regulatory environment 
and the country’s weak record in 
handling labour disputes. 

Prospective investors are 
also wary of the security situa- 
tion and the lingering threat of 
a ratings downgrade. Thomas 
Schiller, the head of Standard 
and Poor's for Japan and Korea, 
told a Seoul conference on 
Korea’s role in Northeast Asia 
in February that North Korea 
is holding back South Korea’s 
sovereign rating. “At least 
for American investors, the 
[U.S.] security presence has 
been essential to continued 
investment,” says Tami Overby, 
executive vice-president of 
AmCham Korea. 


But the more sizeable cost may be lost opportunities for 
growth in North Korea. “The cost of a spoiler state also 
includes forgone benefits at a regional level,” says Peter Hayes, 
executive director of the Nautilus Institute in California and 
a North Korea expert. Hayes argues that with closer engage- 
ment, South Korea could benefit from cheap surplus power 
from the Russian Far East sent over power-transmission lines 


through the North. South Korean plans to foster closer trade 
and economic ties with China, Russia and Japan are also being 


held up by the North Korean impasse, and Hayes calculates 
that South Korea loses up to $3 billion annually in forgone 
economic growth because of the continuing dispute. 

If South Koreans had the choice they would opt for closer 
engagement with the North as a way of reducing political and 
economic risk. Indeed, despite nuclear tensions, there have 
been 38 meetings between officials of the two countries in the 


past year, and the value of commercial exchanges rose almost 


20%, analysts say. 


also a global issue.” 


The problem, says Foreign Minister Ban, is that with- 
out an accord whereby Pyongyang abandons its nuclear- 
weapons programme, the world isn't going to support this 
kind of engagement. “We cannot just go ahead with the 
reconciliation and exchange and cooperation programme 
with the North,” says Ban. “We know that this nuclear 
issue, while it concerns both South and North Korea, is 
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Papua New GUINEA 


China’s Charm 
Pays Off 


Beijing wins access to PNG’s rich mineral, 
timber, fish and oil-and-gas reserves and gains a 
firm friend in its diplomatic fight with Taipei 


By Rowan Callick/ MELBOURNE 


PAPUA NEW GUINEA has been won over by a massive Chi- 
nese charm offensive that will see China build and operate its 
first overseas mine, a $650 million nickel project. The sign- 
ing of amemorandum of understanding on the ambitious 
Ramu nickel project was the icing on the cake of Papua New 
Guinea (PNG) Prime Minister Michael Somare’s February 9- 
11 visit to Beijing at the head of an 80-strong delegation of top 
officials and businessmen. The Papuans returned home 
excited by the prospects of Chinese capital and expertise offer- 
ing fresh impetus to accelerate the troubled country’s return 
to economic growth after four years of decline. 

China in return gains not only access to substantial min- 
eral, oil-and-gas, timber and fish resources, but also the 
firm diplomatic allegiance—after a history of at times strained 
bilateral relations—of the largest Pacific island state in Bei- 
jing’s constant struggle with Taiwan. 

Brisbane-based Highlands Pacific and its PNG govern- 
ment-owned partner, Mineral Resources Development 
Corp., had for years been seeking a major company to sup- 
ply funding for the Ramu nickel project. Their plan, which 
was shelved in the 1990s, envisages construction of a 140- 





kilometre pipeline to carry nickel slurry from mountains 
near Madang in the country’s northeast to a coastal refinery 
with deep-water access. 

China’s insatiable appetite for nickel—a crucial compo- 
nent in stainless steel, one of its biggest manufacturing 
inputs—has joined up the dots. Under the agreement, the 
state-owned China Metallurgical Construction Corp. will 
not only build and operate the mine, receiving an initial 
85% of the shares, but will also buy the entire output of 33,000 
tonnes a year. Recently, Chinese demand for nickel has been 
growing at 25% a year and analysts expect no let-up. 

This will provide a vital boost for PNG’s mining sector, 
which in 2003 produced 52% of the country’s revenues but 


PROBLEMS PERSIST IN PARADISE 


Crime gangs in Port Moresby seem to have 
declared open season on diplomatic 
vehicles. On February 5, gunmen hijacked 
a vehicle belonging to an Australian 
diplomat as she was about to drive into 
her high-security residential compound in 
Port Moresby. They first fired three shots 
through the windscreen to make her stop. 
A week later the New Zealand high com- 
missioner’s vehicle was stolen at gunpoint. 
Foreigners are no safer in the country- 
side—on February 6, six armed men 
assaulted an Australian civilian and threat- 
ened two others during a robbery at a 
school aid project in Tari in Southern 
Highlands province. 


Such attacks, together with rampant 
corruption and endemic crime, are symp- 
tomatic of the lawlessness that has long 
plagued Papua New Guinea, leaving locals 
traumatized, foreigners closeted in forti- 
fied compounds and the country’s econ- 
omy and infrastructure in a mess. The 
judiciary barely functions and local police 
are impotent in the face of the well-armed 
gangsters, commonly known as raskols. 
“We don’t have the capacity to deal with 
armed crime. It is impossible to disarm 
armed criminals—we’re outnumbered and 
outgunned,” says Alfred Reu, assistant 
police commissioner in Mount Hagen in 
Western Highlands province. 


Locals and foreign residents hope 
things will change once PNG legislators 
approve the deployment of some 300 
Australian police and civilian experts in 
the country. But parliament won’t meet 
until June and in the meantime—despite 
some positive signs in the last six 
months—the security situation remains 
grave, particularly in Port Moresby and 
the highlands provinces. 

The insecurity, fuelled by an influx of 
smuggled weapons, and the difficulty of 
transporting supplies along the strategi- 
cally important Highlands Highway from 
Port Moresby has seen several foreign and 
local companies shut up shop in Mount 





was facing a rapid decline, with only the Lihir gold mine of its 
major producers scheduled to remain open beyond 2o10. 
“It’s really exciting news,” says Greg Anderson, executive 
director of the PNG Chamber of Mines and Petroleum. 
“We've still got a long way to go before we're back to where 
we were a dozen years ago, but the industry has bottomed 
out and it’s on the way back.” 

It has proven hard, he said, for PNG to attract Australian 
investment “because of the country’s bad image” as unsta- 
ble and lawless. Australian resources giants such as BHP Bil- 
liton, which formerly operated the massive Ok Tedi copper 
mine, have divested from PNG. But Australia hopes to send 
some 300 police and civilian experts to PNG later this year 


SEALING TIES: Both PNG and China profited from Michael 
Somare’s visit to Beijing in early February 


to try and restore law and order and put an end to corruption. 
(See article below.) 

The Chinese are not only interested in nickel. Two-way 
trade with PNG grew 56% in 2003, to $278 million—two- 
thirds of total trade between China and all the Pacific islands. 
Apart from metals, China also covets PNG’s reserves of fish, 
timber, oil and gas. China’s Rainbow International corpora- 
tion signed a memorandum of understanding during Somare’s 
visit to invest $28 million in plant in Gulf province, west of 
Port Moresby, to enable it to export live fish and crustaceans to 
China. The Gulf governor, Chris Haiveta, said it was “the most 
exciting ever” deal for the province. 

Forests.org, an environmental non-governmental organ- 
ization, says on its Web site that most of the timber being har- 
vested in PNG’s rainforests is destined for China’s frenetic 
and insatiable construction industry. State-owned China 
National Petroleum Corp., meanwhile, has been approached 
by PNG to take a stake in the ExxonMobil-operated $5 bil- 
lion gas pipeline project from PNG’s Southern Highlands 
province across the Coral Sea to Brisbane, if it finally signs up 
enough corporate customers to get the go-ahead. 

All this points to further growth in trade between China 
and PNG. Yu Ping, the vice-chairman of China’s Council 
for the Promotion of International Trade, told the PNG del- 
egation: “China is going global. We call on PNG entrepreneurs 
to make full use of this opportunity.” 

In return for the breakthrough in Beijing, PNG went 
further than virtually any country in the Asia-Pacific region 
in its backing for Beijing against Taipei. But in early Janu- 
ary, bilateral ties were almost undermined when PNG banned 
all Chinese from entering the country, in the wake of waves 
of illegal migrants en route to Australia. 

The decision was swiftly overturned by Foreign Minister 
Rabbie Namaliu, who blamed it on bureaucratic bungling and 
promptly introduced sweeping reforms to deal with “cor- 
ruption, abuse and incompetence in the management of 
visas.” The reforms need to be bedded down soon, because 
substantial groups of Chinese are expected to start flying in 
to help build the Ramu nickel project and others. = 


Hagen in recent months. They include 
Australian steel giant BHP. 

At the Catholic Archdiocese in Mount 
Hagen, Australian Bishop Douglas Young 
bears witness to the town’s steady decay. 
“It’s the state of the Highlands Highway, 
the high cost of security, the highly organ- 
ized nature of criminal gangs capable of 
staging elaborate bank robberies. Busi- 
nesses are closing and nobody is coming 
in,” he says. A key task of the 230-strong 
force of Australian federal police will be to 
regain control of the highway. 

The Australians will have the same 
rights of arrest as the local constabulary, 
but they are expected to do a better job at 


stemming the influx of weapons and surge 
in violence. “Our security and intelligence 
systems are very, very poor. Arms just keep 
coming through,” says Phillip Moya, a 


provincial officer in the Southern Highlands. 


Targets of violence include women 
and children. There are at least 50 cases 
of rape per month in the Western High- 
lands, according to Maggie Turwai, presi- 
dent of the Mount Hagen Womens’ Asso- 
ciation. Few cases are brought to court, 
she says, adding: “These women are 
traumatized for life.” 

But there have been signs of improve- 
ment since the Australian deployment was 
first mooted. Some 4,000 weapons, 


including rocket-propelled grenades, have 
been handed in and destroyed under an 
amnesty programme in the past six 
months, say Australian security officials. 
Some of the weaponry came from the 
troubled Bougainville Island. 

“Things have turned round in the last 
six months. Until last year we saw three 
years of negative GDP. Commodity prices 
have improved, there have been no major 
disasters, drought or tsunamis, and there 
are enough good people to pull this 
country back on track,” says Phillip Gibbs 
of the Melanesian Institute in the Eastern 
Highlands town of Goroka. 

Mark Dodd 


Burma: Who’s Isolating Whom? 


By David I. Steinberg 


The writer is director of Asian Studies at the School 
of Foreign Service, Georgetown University 


The United States is engaged in a policy to isolate Burma. 
The Bush and Clinton administrations and a powerful group 
in Congress have created sanctions on official economic aid and 
military assistance since 1988. They have prohibited new 
investment since 1997, and since 2003 have frozen Burmese 
assets and imposed strict sanctions on Burmese imports. They 
have also prevented the use of the American banking system 
even for transfers or credit-card use. And the U.S. now refuses 
to give visas to higher-level military personnel and some civil- 
ians associated with the regime. Some in the U.S. and else- 
where have called for the cessation of tourism as well. There 
are also those who have advocated termination of humanitar- 
ian assistance through international non-governmental organ- 
izations, though this is not the official American position. 

The purpose of these actions is not only rightful indig- 
nation over human-rights violations in that country, most 
recently in a deplorable melee in central Burma on May 30, 
2.003, in which a large but unverified number of people in the 
opposition were killed. The actions are also meant to induce 
regime change by bringing the military to its knees and 
forcing it, through economic and moral measures, to honour 
the results of the May 1990 elections, which were won by the 
opposition party led by Nobel Peace Prize laureate Aung 
San Suu Kyi. She was detained after that 2003 melee and con- 
tinues to be under house arrest. 


Should the U.S. not try to bring Burma into the 


interconnected world? But can it do this through 


a policy of isolationism? Probably not yy 


The tactic to isolate Burma has not worked and is unlikely 
to be effective for two reasons. First, Burma is not an indus- 
trialized state and can continue to limp along to the detriment 
of the well-being of its people, without anything more dire 
than the continuing debilitating economic crisis it now expe- 
riences and that pauperizes its people. In fact, the military 
is at its strongest since its coup of 1988. Second, no country 
has followed the U.S. on its sanctions policy and its attempt 
to quarantine Burma, though most industrialized states have 
cut off official economic aid. This failure to follow the U.S. 
lead is especially relevant in the case of China, the Associa- 
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tion of Southeast Asian Nations, India and Japan. 

Ironically, as the U.S. has sought to exclude 
Burma from the world, the Burmese military has 
begun the slow process of opening up. In this, it 
has gone beyond the encouragement of trade, 
investment and tourism begun in 1988. In a sig- 
nificant policy change in January this year for prob- 
ably the first time since 1962, the military con- 
vened a large international meeting on contem- 
porary Asian issues. At this meeting, the prime 
minister and other officials attempted to explain 
Burmese policy and accomplishments. Shortly 
after that meeting, a specialized academic seminar 
of Burmese and foreigners was held in both Sin- 
gapore and Rangoon on socio-economic issues fac- 
ing the state. And Burma, through its Asean mem- 
bership, is participating in a great variety of inter- 
national forums. In addition, Burmese diplomats 
have participated in and spoken at international 
academic meetings. 

Itis perhaps less important whether these meet- 
ings were successful in changing attitudes of gov- 
ernments or participants. Rather, they indicate a sig- 
nificant shift in the attitude of the military to exter- 
nal relations—a growth in confidence that seems to 
percolate from and be reinforced by sponsorship 
and participation in such gatherings. Whether this 
confidence is justified is secondary to its very exis- 
tence and the process it has started. 

So, as Burma cautiously opens up and as no 
country has followed the U.S. in its sanctions pol- 
icy, preferring engagement instead of the self- 
imposed isolation that characterized Burma from 
1962 to 1988, one must ask: Who in the Burmese 
equation is isolated and who is imposing the iso- 
lation? Is it Burma, once the last “exotic” country 
because it had cut itself off from the outside world 
for an entire generation? Or is it now the United 
States, which now seems engaged in a unilat- 
eral quarantine policy? It is in fact the U.S. that 
has isolated itself from Burma. And this can be 
counterproductive. 

Should the U.S. not try to bring Burma into 
the interconnected world? But can it do this 
through a policy of isolationism? Probably not, 
since Burmese isolation from the U.S. has not 
been matched by isolationism from the rest of the 
world. Indeed, for all America’s efforts, Burma 
is hardly very isolated at all. Engagement, while 
adhering to universal human-rights concerns, 
would likely be more productive in changing the 
generals who rule over Rangoon. = 
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remained resilient in a year affected by SARS. 
profit for 2003, at HK$9,539 million, was 
an the previous year. Excluding the increase in 
tax rate for the year and a large release in 
visions in 2002, attributable profit actually 
irginally by 0.7%. 


d 1999 to 2003, the Bank exceeded its 
value target of doubling shareholder value in 
e total return for shareholders was 106.3% as 
share price appreciation and reinvested 
the next five years of 2004 to 2008, the Bank 
-will be ed by our new strategic plan to achieve strong 
competitive growth in earnings per share and operating 
-efficiency in terms of the cost:income ratio. 














_ “The Hong Kong economy rebounded in the second half of 
2003, benefiting from the closer economic partnership 
- between mainland China and the territory. While 
unemployment is improving and deflation is receding, the 
banking industry is facing the challenges of rising customer 
expectations, subdued credit and depressed margins. Hang 
Seng will sustain profitability by deepening relationships, 
diversifying income, implementing robust cost discipline and 
expanding its foothold in mainland China. The announced 
deal to acquire 15.98% of Industrial Bank Co. Ltd.'s 
enlarged capital is part of our plan to grow through 
partnerships as well as organically in the Mainland.” 
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David Eldon, Chairman 
Hong Kong, 1 March 2004 


For the year ended 31 December 


Operating profit before provisions 11,475 
Profit before tax 11,137 
Profit attributable to shareholders 9,539 





For the year ended 31 December 2003 HKS 


Earnings per share 4.99 
Dividends per share 4.90 








BUSINESS HIGHLIGHTS 


| e Operating profit before 
provisions up 2.0% to 
AHK$11,475 million. 


Cost : income ratio 
maintained at the same 
level as last year at 


Return on average 
shareholders’ funds rose to 


Third interim dividend of 
HK$1.80 per share. 


Hang Seng was named the 
Best Domestic Commercial 
Bank by Asiamoney and 
The Asset magazines. 















* including a special interim dividend of HK$0.50 per share to mark Hang Seng’s 70th anniversary 





The 2003 Annual Report and Accounts are available from Hang Seng’s website www.hangseng.com on 1 March 2004 and will also be published on the website of 
The Stock Exchange of Hong Kong Limited in due course. Printed copies of the 2003 Annual Report and Accounts will be sent to shareholders in late March 2004. 


Hang Seng Bank Limited 
incorporated in Hong Kong with limited liability 
Registered Office and Head Office: 83 Des Voeux Road Central, Hong Kong 
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Hong Kong Democracy 
Debate Heats Up 


As Beijing expressed increasingly strident opposition 
to democratic reforms in Hong Kong, a poll showed 
the popularity of the Chinese government falling 
among Hong Kong people. In the survey in late 
February by the University of Hong Kong’s Public 
Opinion Programme, 43% of 1,045 respondents said 
they trusted the central government, a drop of seven 
percentage points from the previous poll in Decem- 
ber. Those saying they distrusted the central govern- 
ment rose by three percentage points to 22%. The 
results came after weeks of a propaganda campaign 
by Beijing against growing demands for universal 
suffrage to be allowed in Hong Kong from 2007. 
Beijing stepped up verbal attacks on pro-democracy 
legislators and groups it views as “unpatriotic” and 
thus unfit to govern. 
The China Daily 
warned of government 
collapse if they won a 
majority in the legisla- 
ture, and the official 
Xinhua news agency 
cited comments by the 
late patriarch Deng 
Xiaopeng opposing 
one man, one vote. 


PATRIOTS: Protesters outside Xinhua 





HONG KONG-BORN BRITONS HELD AS SPIES 

China has detained three Hong Kong-born British citizens, a British 
embassy spokesman said. They are being held on espionage charges, the 
Washington Post reported. Chan Yu-lam, Wei Pingyuan and a third person 
were detained in Guangzhou, the embassy spokesman said without giving 


details. The Post said they are former employees of the Hong Kong branch of 


Xinhua news agency, Beijing’s representative office in Hong Kong when it 


was still a British colony. Chan, 53, is accused of spying for Britain between 


1988 and 1995, the Post said, quoting Chan’s wife. Chan was tried in 
Guangzhou on February 24 and a verdict is expected soon, the paper said. 
Beijing has long worried about Hong Kong becoming a base for subversion. 
In December Beijing’s liaison office in Hong Kong said one of its senior 
officials, Cai Xiaohong, had been detained in an espionage probe. 
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The U.S. criticized China 
for “backsliding” on key 
human-rights issues in 
2003. In its annual global 
rights survey, the State 
Department cited Bei- 
jing’s arrest of political 
activists, a crackdown on 
Internet dissent, and the 
arbitrary arrest, torture 
and execution of Tibetans. 
In response, Beijing 
issued a 61-page report 
censuring the U.S. for 
crime and racism at home 
and “military aggression 
around the world.” 





The longest-serving 
female political prisoner 
in Tibet was freed after 15 
years in jail. Phuntsog 
Nyidron, a 37-year-old 
nun, was sentenced in 
1989 for “spreading 
counter-revolutionary 
propaganda” by staging a 
peaceful protest and later 
recording songs calling 
for Tibetan independence. 


INFLATION 


Central bank chief Zhou 
Xiaochuan warned of the 
growing risk of inflation. 
“Currently, the inflationary 








POLICE CHECK identity 
papers amid heightened 
security around Beijing's 
Great Hall of the People 
ahead of the annual sessio 
of the National People’s 
Congress from March 5. 


Security measures includes 
house arrests, police survey 
lance and restrictions on tif 
movement of more than 2C 
activists, said human-right 

groups. Most of the targete) 


activists are seeking com- 
pensation for official corrum 
tion or the demolition of 
their homes. 


trend is obvious,” Zhou 
was quoted as saying in 
state media. He called for 
vigilance against rising 
prices, saying the central 
bank’s ability to manage 
the economy could be 
constrained by inflation. 
The consumer price index 
rose 3.2% in the year 
through January, driven by 
soaring food prices and 
demand for raw materials. 


INSURANCE 


Ping An Insurance Group, 
China’s second-largest 
insurer, filed its applica- 
tion to the Hong Kong 
stock exchange for a 
listing that could raise 
about $2 billion, Reuters 
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reported. China’s largest 
insurer, China Life 
Insurance, raised $3.46 
billion in the world’s 
biggest IPO last year. 


China’s insurance 
regulator approved the 
country’s first insurer 
dedicated to the rural 
sector. Shanghai Anxin 
Agricultural Insurance 
Shareholding Co. will 
insure rural businesses 
and residents, the 
official Xinhua news 
agency reported. The 
approval—the first in 
seven years for a domes- 
tic insurance company— 
reflects the govern- 
ment’s efforts to lessen 
rural-urban disparities. 


AVIATION 


China’s civil aviation 
authority approved the 
creation of the country’s 
first privately owned 
budget airline, the China 
Daily reported. Yinglian 
Aviation Co. will set up a 
regional airline in 
Chengdu, Sichuan 
province, the report said, 
but gave no time-frame. 





The United States’ top 
aviation regulator praised 
China’s “very real 
progress” in air safety, 
with an accident rate that 
has been halved. Federal 
Aviation Administration 
head Marion Blakey said 
China is now in the first 
tier of the FAA’s safety 


AFP 


list. Since 2000, only two 
Chinese airliners have 
crashed, despite rapid 
growth in air travel. 


COMMODITIES 


BHP Billiton, the world’s 
largest diversified miner, 
signed a $9 billion deal to 
double iron-ore sales to 
China, the world’s largest 
steel maker. The Aus- 
tralian company will sell 


BIG DEAL: BHP Billiton’s Goodyear 


about 12 million tonnes 
of iron ore a year to four 
Chinese steel mills over 
25 years through a new 
joint venture with the four 
mills, CEO Chip Goodyear 
told a news conference. 


CARS 


General Motors said it 
would restructure an 
unprofitable joint venture 
in Shenyang and make 
passenger vehicles there. 
GM said the restructured 
plant, Jinbei GM Automo- 
tive Co., would begin 
producing a new car 
later this year to reach 
out to new customers in 
China’s northeast. 





SAFE TO BOARD: China has cut its accident rate 








BUSINESS DIGEST 





GREENSPAN WARNS ABOUT RENMINBI FLOAT 
United States Federal Reserve Chairman Alan Greenspan warned 
that if China were to let its currency float immediately, it could desta- 
bilize the country’s banking system. As much as 50% of Chinese 
bank loans are nonperforming, Greenspan said in a letter to the chair- 
man of the Senate banking committee. The banking system can oper- 
ate that way only if depositors don’t pull out their money, he said. 
“Many in China fear that removal of capital controls that restrict the 
ability of domestic investors to invest abroad and to sell or to pur- 
chase foreign currency—which is a necessary step to allow a cur- 
rency to float freely—could cause an outflow of deposits from Chi- 
nese banks, destabilizing the system,” Greenspan said. China needs 
to strengthen bank regulation, inject more government capital 
into the banks as reserves against bad loans and “eliminate state 
interference in bank lending decisions.” To do this, bank man- 
agers “need to be given training, incentives and authority” to eval- 
uate credit risk and make loans accordingly. He noted that the 
Chinese government appears to be moving in this direction. 


CAPITAL-ADEQUACY RULES TIGHTENED 

China’s bank regulator issued stricter rules for calculating capital 
adequacy in the debt-laden banking sector. “The Commercial Bank 
Law stipulates that the capital-adequacy ratio of banks cannot be 
less than 8%, but China has never had clear supervisory rules,” 
said the China Banking Regulatory Commission (CBRC). The new 
rules, in effect from March 1, allow banks to boost capital-adequacy 
ratios by including convertible bonds and long-term subordinated 
debt as subsidiary capital, but also require banks to allocate more 
asset-loss provisions which is likely to erode their ratios as calcu- 
lated under the old system. “Only after banks fully allocate loan-loss 
provisions can they calculate capital-adequacy ratio,” said the CBRC 
on its Web site. 


ANTI-GRAFT TEAM TO INSPECT BANKS 

The Central Discipline Commission, the Communist Party’s anti- 
corruption arm, will inspect nine key banks to ensure that they 
are adhering to official monetary policy while improving the qual- 
ity of bank assets. State media quoted He Yong, deputy secretary 
of the commission, as saying that the banks to be inspected com- 
prise the central bank, the government's three policy banks and 
the four major state-run commercial banks, plus Shanghai-based 
Bank of Communications. 


FOREX REGULATOR EXPOSES MISCONDUCT 
China’s foreign-exchange regulator said it had uncovered miscon- 
duct among banks dealing in hard currency and that such irregu- 
larities threaten the accuracy of the government’s balance of pay- 
ments data. The State Administration of Foreign Exchange (SAFE) 


said one unnamed bank failed to report $171 million in foreign- . 


exchange transactions to the government. Another had “wrongly” 
registered $100 million in capital-account income under the current 
account. A third put $152 million in trade-related hard currency 
under the capital account, SAFE said in a statement. 
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Book Extract: China’s Time of Change (page 54) 
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U.S.-TAIWAN RELATIONS 


Headstrong Island 


Predicting no crisis over Taiwan even if President Chen Shui-bian wins a second term, 
Washington holds out rewards for whoever wins the election as long as he refrains from provoking a 
confrontation with mainland China through pressing for a new constitution 


By Susan V. Lawrence/WASHINGTON 


Sam Yeh/AFP 
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BACKING SOVEREIGNTY: More than a million people took part in a human chain organized by President Chen’s backers on February 28 
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Stephen Chernin/Reuters 





U.S. TRIP: President Chen Shui-bian gets a human-rights award in New York 


IN THE RUN-UP to Taiwan's March 20 
presidential election and the island’s first 
popular referendum, Washington is cau- 
tiously confident that neither Taipei nor 
Beijing will present it with any nasty sur- 
prises. For that it credits President George 
W. Bush's stern rebuke in December of 
Taiwan President Chen Shui-bian for giv- 
ing the impression of being “willing to 
make decisions unilaterally that change 
the status quo” of Taiwan's relationship 
with China. Washington is similarly con- 
fident that if Chen wins re-election, his 
inauguration speech on May 20 will pass 
without incident too. 

What really worries Washington is 
what might happen later in a second Chen 
term. Though the constitution requires 
the legislature to vote on any constitu- 
tional revisions, Chen has said repeatedly 
that ifhe is re-elected, he hopes to bypass 
the legislature and hold a referendum 
in 2006 to secure a mandate for scrap- 
ping the 1947 constitution, a relic from 
when the Kuomintang ruled the main- 
land. He has said he wants to see a new 
constitution in force in 2008, the year that 
Beijing hosts the Olympic Games. 

Beijing has made clear that if Chen fol- 
lows through on those plans, he will cross 
red lines that may trigger the use of force 
by China to prevent Taiwan's permanent 
separation from the mainland. The United 
States, legally bound by the Taiwan Rela- 
tions Act to maintain a capacity to resist 
the use of force against Taiwan, would 
be drawn into any fray. Beijing has also 
told Washington not to interfere in China’s 
affairs by campaigning for wider democ- 
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racy in Hong Kong (see article on page 30). 

Chen and his opponent, Lien Chan of 
the Kuomintang-People First Party coali- 
tion, are running neck and neck in opin- 
ion polls. But thinking ahead about how 
to head off trouble after the election, a sen- 
ior U.S. administration official, in an inter- 
view with the REVIEW, floats a proposal for 
Taiwan. So long as the victor on March 20 
refrains from “pushing us in challenging 
and difficult and dangerous directions’— 
and a new constitution that would affect sov- 
ereignty qualifies as that—the U.S. plans 
to work in a concerted way to help Taiwan 
raise its international profile. 

“After the election, we want to work 
with Taiwan to enhance their defence, to 
give them more space in international soci- 
ety, to scratch that psychic itch they have 
for respect and recognition, even if it isn’t 
diplomatic recognition, in places like the 
[World Health Organization] and other 
organizations, in terms of cultural 
exchanges, economic activity,” says the offi- 
cial. “We want to get back toward helping 
Taiwan realize its ambitions short of sov- 
ereignty and independence.” 


BUT WILL IT DETER CHEN? 
By helping to expand Taiwan's interna- 
tional space, Washington would be assist- 
ing in getting its original goals for their 
relations “back on track,” the official says. 
He declined to specify what steps 
Washington would take to win Taiwan 
more international space, explaining, 
“Frankly, we haven't really had the con- 
versation yet with” Taiwan officials. The 
proposal, the official says, holds for either 





A U.S. GAME PLAN 
AFTER THE POLLS 


After the presidential 
election and referendum 
on March 20, the United 
States says it plans to: 


e Help Taipei raise its 
international profile 


e Encourage Taiwan and 
Beijing to resume talks 


* Oppose moves toward a 
new Taiwan constitution 


Chen or the Kuomintang’s Lien, who has 
moved to embrace some of Chen's plat- 
form, including supporting the use of 
referendums. But it is clear that the pos- 
sibility of a Chen victory weighs most 
heavily on the minds of U.S. officials. 

Whether such a U.S. strategy would 
succeed in deterring Chen is unclear. The 
key determining factor is Chen's ultimate 
intentions. Observers of Taiwan politics 
say that those remain a mystery even to 
some of Chen's closest aides. 

Chen has stressed—especially since 
Bush's rebuke—that he doesn't intend to 
change the status quo, and that in a second 
term he would stick to the “five no’s,” a 
pledge from his first inaugural address not 
to declare formal independence. But Chen 
has also said repeatedly that Taiwan is 
already independent. 

Shelley Rigger, a Taiwan expert at 
Davidson College in North Carolina, 
warns that if the administration helps Tai- 
wan raise its international profile, it could 
“just embolden them further.” She notes: 
“This is the calculation that they make 
in Beijing, that the more international 
space Taiwan has, the more it believes it 
can get away with something.” 

Rigger says she believes the U.S. pro- 
posal “could be successful if it were com- 
bined with very strong private—I don't 
think these statements could be made 
publicly—but very strong private state- 
ments that certain things are simply 
intolerable, starting with a new constitu- 
tion.” But she adds: “I’m not sure this 
administration in the U.S. has enough 
consensus on this issue internally to >> 
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decide what it is that it is to going to trade 
off in exchange for giving Taiwan more 
international space.” 

Nancy Bernkopf Tucker, a Taiwan 
expert at Georgetown University and the 
Georgetown School of Foreign Service 
in Washington, says that on its face, 
Chen's campaign for a new constitution 
is “not unreasonable,” because Taiwan 
badly needs extensive reform of its con- 
stitution to make the island more gov- 
ernable. The current constitution, she 
notes, leaves unclear a host of basic ques- 
tions, such as to whom the premier 
answers and how power should be divided 
between the president and the parliament. 


But Tucker notes that for Chen making 
Taiwan more governable “may not be his 
entire motive” in pushing for a new con- 
stitution. “If his motive really is to push 
things to independence, or just this side of 
independence,” she says, “he’s not going 
to find another way to do the reform.” 

The other part of the U.S. post-Taiwan- 
election strategy is strong encouragement 
of both Beijing and Taipei to resume dia- 
logue. “Beijing has a responsibility to cre- 
ate an atmosphere where cross-strait dia- 
logue is possible, and they are not doing 
that,” the U.S. administration official 
charges. He singles out for criticism Bei- 
jing’s handling of Hong Kong and its 


CHEN PLAYS THE ARMS-BUYING CARD 


deployment of missiles opposite Taiwan. 

Even a calm election and inaugural 
speech looked in doubt before Bush's 
December 9 statement. Until then, the 
official says, Taiwan officials ignored 
urgent requests from Washington for clar- 
ification about Chers plans to introduce 
referendums into the political process. 
“Before, frankly, we did not get responses 
to our frankly pretty high-level questions 
about where this was going,” he says. 

In the wake of the December com- 
ments, the official says: “Now we're start- 
ing to get answers. We dont like all of them, 
but it is clear where we are and we're get- 
ting back on track and re-establishing >> 


Taiwan President Chen Shui-bian’s plans for constitutional reform, 
with a March 20 referendum on other issues as a first step along 
the way, aren’t the only cause for friction in the U.S.-Taiwan 
relationship. Of longer standing is American unhappiness over the 
failure of Chen’s government to rally popular support for spending 
on new American weapons systems to defend Taiwan in the case 
of an attack from China. 

The Bush administration approved the sale of a raft of 
advanced arms to Taiwan in the spring of 
2001, but to the frustration of the U.S. govern- 
ment and defence industry, Taiwan’s legisla- 
ture baulked at their cost. In early 2003, the 
value of the backlog of unfulfilled Taiwan arms 
purchases was $20 billion-30 billion, accord- 
ing to the U.S.-Taiwan Business Council, which 
includes major U.S. defence firms. 

In testimony to a congressionally 
appointed commission on February 6, U.S. 
Deputy Assistant Secretary of State Randall 
Schriver emphasized how “extremely impor- 
tant” it was to get Taiwan’s government “to 
focus the people on the necessity of a suffi- 
cient defence budget” to counter the threat 
from missiles facing Taiwan. “It requires 
leadership to convince the public that it’s 
necessary to expend the resources to be 
properly prepared to deal with this challenge,” 
he testified, adding that this is “an issue that 
we have returned to again and again” with 
Officials from Taiwan. 

How things have changed. Nancy 
Bernkopf Tucker, a Georgetown University historian writing a book 
about U.S.-Taiwan relations since 1969, notes: “In the old days, 
we would sell Taiwan what [military hardware] we had in excess 
and Taiwan had a tendency to buy almost anything we offered 
just to keep the relationship going.” These days, she says, the 
U.S. works harder to tailor available items to Taiwan’s real needs, 
but many in Taiwan believe the money could be spent better 
elsewhere. Tucker, who helps run programmes for visiting Taiwan 


Reuters 





ON CHEN'S LIST: A U.S. PAC-3 anti- 
missile battery in South Korea 


military officers, says there is some nervousness in the Taiwan 
military that if Taipei buys everything on offer, then the Americans 
will believe the island can take care of itself “so we don’t need to 
worry about them.” 

As proof that the U.S. will keep worrying about Taiwan, U.S. 
officials cite the 1979 Taiwan Relations Act, which requires the 
U.S. government to “maintain the capacity of the United States to 
resist any resort to force or other forms of coercion that would 
jeopardize the security, or the social or 
economic system, of the people on Taiwan.” 

The U.S. does, however, want Taiwan’s 
military to do all it can to prepare itself to 
repel any Chinese attack first. As Schriver 
warned: “If there are steps that they [Taipei] 
don’t take [in modernization], there are 
scenarios under which we'll be presented 
with filling that gap.” 

As relations with Washington frayed in 
the last year over his plans for referendums 
and constitutional change, Chen sought to 
win back U.S. support by playing to the U.S. 
concerns about Taiwan’s reluctance to buy 
advanced American weapons systems. In 
July, he sent a close aide to Washington to 
disclose his plan to ask Taiwan’s parliament 
to approve a 10-year, $15 billion special 
budget for at least three major orders—diesel 
submarines, maritime-patrol aircraft, and 
Patriot Advanced Capability-3 anti-missile 
batteries. If he wins re-election, the special 
budget could clear the legislature this sum- 
mer. If Chen’s opponent Lien Chan wins, it may be delayed. 

Also in January, Chen announced the two referendum 
questions to be posed on March 20. The first asks: “Should 
mainland China refuse to withdraw the missiles it has targeted 
at Taiwan and to openly renounce the use of force against the 
U.S., would you agree that the government should acquire more 
advanced anti-missile weapons to strengthen Taiwan’s self- 
defence capabilities?” Susan V. Lawrence 
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a trust and a basis for, in a second term 
in Taiwan, talking about the future and talk- 
ing about how to help Taiwan achieve its 
aspirations, within the parameters of. . . 
our one-China policy.” 
Also helping keep the election period 
_. calm is a new discipline within the Bush 
administration about sending a consistent 
message to Taiwan. The island’s officials 
below the level of minister used to be able 
to arrange private meetings with contacts 
in U.S. government agencies. They took 
home different messages depending on 
which part of the bureaucracy they vis- 
ited—tougher messages from the National 
Security Council, particularly former 
Senior Director for Asia Jim Moriarty, and 
softer messages from the Pentagon, the 
Office of the Vice-President, and from 
Therese Shaheen, the head of the Wash- 
ington office of the American Institute in 
Taiwan, the semi-official U.S. organization 
in charge of contacts with Taiwan. 
Epitomizing the mixed messages was 
the reception Chen received on a transit 
visit to New York in late October and early 
November, The trip was originally planned 
for the spring, but was postponed because 
of the outbreak of Severe Acute Respiratory 
Syndrome. By the time Chen came, he had 
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started pushing for referendums, and hint- 
ing that they could be used to decide ques- 
tions related to sovereignty. His welcome 
in the U.S. in the midst of that process 
allowed him to claim that the U.S. did not 
frown on his actions, though concern about 
Chens proposals was in fact growing 
within the administration. 

The White House thought it had 
banned television cameras from recording 
Chen's speech at a dinner at which he 
received a human-rights award. But tele- 
vision cameras filled the balconies. Taiwans 
media assumed the administration had 
consciously decided to allow them. 

On a boat trip the next night attended 
by journalists, Shaheen, who was escort- 
ing Chen, referred to Bush as “a secret 
guardian angel” for Chen's trip. Because 
Shaheen is a presidential appointee with 
ties to Bush's brother Florida Governor Jeb 
Bush, many Taiwanese took her words to 
mean the president personally backed 
Chen. Shaheen has protested her words 
were misinterpreted, and they were said in 
a narrow context. “And President Chen and 
his team keep thanking AIT and the United 
States and we really appreciate this grati- 
tude. It is overwhelming, more than we 
deserve. But there is a secret guardian angel 





here that’s really responsible for tonight, 
and that is President George W. Bush,” she 
said. But the darnage was done. 

Now the National Security Council 
clears all U.S. meetings with Taiwanese 
visitors. Shaheen is under orders to keep 
a low profile. And everyone in the admin- 
istration is meant to stick to a single NSC- 
approved message. 

Currently, that is based on testimony 
that Secretary of State Colin Powell gave 
on February 11. Key elements were: “We 
don't really see the need for these refer- 
enda, but Taiwan is a democratic place, 
and if they choose to have a referenda [sic], 
they can have a referenda [sic}.” The U.S. 
does not want to see such actions in Tai- 
wan “lead in any way to a change in the sit- 
uation.” The U.S. is “totally committed” to 
the one-China policy based on the Three 
Joint Communiques and the Taiwan Rela- 
tions Act. And Taiwan and China must 
work together to find a way to reconcile 
their differences. 

The United States is watching devel- 
opments in Taiwan closely, the admin- 
istration official says. He promises: “If 
the president has to make a statement 
like this [the December 9 rebuke] again, 
he will.” = 


March H, 2004 


Hong Kong. “Nobody would be upset if the administration used 
this money,” the aide says. 

The Bush administration’s Hong Kong stand is also sharply 
criticized by conservative think-tanks in Washington. Gary 
Schmitt of the Project for a New American Century censured 
the administration in February for not responding to “Beijing’s 
newest threats” against Hong Kong. What should Washington 
do? “Rejecting insidious accusations aimed at Hong Kong's 
democrats would be a good start,” Schmitt said in a state- 
ment. “And making democracy for Hong Kong a priority in 
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I awe U.S.-China relations would be the next step.” 
AMERICAN VALUES: A Hong Kong protester demands democracy But some China specialists say Washington needs to 
; take care not to prompt anxiety in Beijing about American 
negotiate an end to North Korea’s nuclear-arms programme. intrusions in China’s internal affairs. “A key question is how 
He warns that China’s handling of elections for Hong Kong’s much you make yourself a lighting rod,” says Richard Bush, 
Legislative Council in September could hit mainland economic a China expert at the Brookings Institution who until two 
ties with the U.S. years ago headed the American Institute in Taiwan. He says 
-On March 2, a Foreign Ministry spokesman warned the that Washington is wise to carefully choose when to speak 
U.S. against meddling in China’s internal affairs, saying thatit | out as Hong Kong—unlike Taiwan—isn’t a direct national 
opposed plans for Hong Kong legislator and democracy security interest for the U.S. 
activist Martin Lee to brief Brownback’s subcommittee. He is convinced, however, that China’s handling of 
Some on Capitol Hill want the administration to do more democracy in Hong Kong could be a model for Taiwan. “The 
than talk to Beijing about its handling of the democracy issue more the PRC [People’s Republic of China] creates the 
in Hong Kong. An aide to a senior Republican senator says impression that it wants to dictate outcomes, the less any- 
Congress two years ago approved $13.5 million to promote one in Taiwan is going to want reunification on the PRC’s 
democracy, human rights and the rule of law in China and terms,” he says. Murray Hiebert 
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BIOMEDICAL SCIENCE 


Cloning 


Conundrum 


Despite its recent success in stem-cell research, South Korea lacks 
the funds to realize its biotech dreams. The U.S. and Europe will be 
left to deliver the promise of future new treatments 


IN MID-FEBRUARY, scientists Moon Shin 
Yong and Hwang Woo Suk emerged from 
the obscurity of South Korean research 
labs to bask in the kind of acclaim they 
imagined was reserved only for Hollywood 
high-flyers. After announcing to a press 
conference in Seattle that they had suc- 
cessfully cloned the world’s first human 
embryo and extracted a stem cell, the two 
Seoul National University scientists con- 
fronted autograph hunters in restaurants. 

“It was like we had won an Oscar,” 
says a bemused Moon. But arriving back 
in Korea they found the mood a little 
more restrained. “We were more con- 
gratulated in the United States than in 
Korea,” Moon adds. 

That might prove to be a salutary les- 
son for the future as Moon and Hwang 
strive to take their scientific break- 
through to the next step: a revolutionary 
treatment for degenerative ailments 
from Parkinson's disease to diabetes. 
Moon and Hwang admit the giant leap 
to human clinical applications of their 
stem-cell research is far more likely to 
come in the U.S. than Korean laborato- 
ries. It also means that when the money 
starts to flow, there is a good chance U.S. 
or European biotech companies will be 
the real winners. 

The South Korean success prompted 
some alarm in the U.S. biotech industry 
over whether federal funding restrictions 
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on human-embryo research risked see- 
ing other countries steal the initiative in so- 
called therapeutic cloning—the use of stem 
cells from cloned human embryos to treat 
currently incurable conditions. But despite 
an impressive pure research capability, 
South Korean biotech is a relative min- 
now—compared to that in the U.S. and 
Western Europe—plagued by a shortage of 
research funds and weak infrastructure for 
safety trials and validation. 

Government funding, though grow- 
ing, remains small. Private-investment 
funds have all but dried up, especially 
after the pricking of a speculative bub- 
ble in technology stocks on the Kosdaq. 
To compound the woes, analysts say 
tougher government regulation on 
biotech initial public offerings is choking 
off access to new capital for research and 
development. The upshot is that Korean 
researchers are for some time likely to see 
their biotech breakthroughs developed 
and marketed by foreign partners, mainly 
in the U.S. “We have one strength in 
Korea: We work hard,” says Moon. “But 
we know we have limited money. We need 
to collaborate with foreigners.” 

The South Korean government started 
to step up support for biotech research in 
the late 1990s, when the buzz about map- 
ping the human genome was driving 
worldwide interest in the sector. Korean 
government research funding went from 
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$84 million before 2000 to almost 
$400 million in 2003. At the same time, 
stem-cell research was designated as a pri- 
ority programme and the Stem Cell 
Research Centre was established at Seoul 
National University under Moon, a pro- 
fessor of gynaecology and obstetrics. 
Typically, Seoul is thinking big. The 
government wants Korea to become the 
seventh-biggest player in the global 
biotech industry by 2012. A blueprint pre- 
pared by the Ministry of Commerce, 
Industry and Energy in November last 
year aims to have Korean biotech firms 
grab 10% of the world market by that date, 
up from 1.4% in 2002. It projects biotech 
exports to go from $700 million to 
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$10 billion over the same period. Despite 
the government’s pledges to continue 
increases in financial support, scientists 
and analysts say the ministry’s projections 
for growth in the industry are overly opti- 
mistic. They say that except for a chosen 
few, money for the biotech research and 
development that will power that vision 
remains scarce. 

“You need a lot of money for R&D and 
it’s not that easy to get money from the 
market or the government,” says Lim Dori 
a biotech-sector analyst for Samsung 
Securities. “People say that they will help 
you, but it’s just an echo. They are not will- 
ing to take the risk.” 

In biotech, pay day for pure research is 
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REFLECTING: Hwang Woo Suk (above) believes applications from Korea’s stem-cell research will come from the U.S. 


usually a lot further off than in information 
technology and the returns are less certain. 
According to Lim, Korean private-investor 
interest started to wane two years ago and 
government funds are too small to fill the 
gap. For a while, investors could not get 
enough. Macrogen, the first biotech start- 
up to be listed on the Kosdagq, had a mar- 
ket capitalization in 2000 of 1 trillion won 
($850 million). The company, which is 
sequencing the genome of Koreans and 
developing diagnostic chips, has seen its 
share price tumble. It is now valued at 43 
billion won ($36.5 million). 

Says Lim: “There was a bubble in the 
Kosdaq in 2000, everyone was crazy. One 
hundred times P/E [price/earnings ratio] 





was reasonable. I myself thought that at 
the time.” 

After those giddy days, the rules for 
IPOs were tightened. Companies now 
have to show three years of profitability in 
a row before they can list. “It’s impossi- 
ble,” says Lim. “For companies with state- 
of-the-art technology, they cannot meet 
the guidelines.” 

One side-effect, according to Lim, is 
to push companies into safer, lower-tech 
fields, where the prospects of fast returns 
are greater. He estimates that about half 
the companies calling themselves biotech 
are animal-technology businesses trying 
to cash in on the biotech image. 

Living in more sober times, the 
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bosses of biotech firms find investors 
impatient to see pure research turn into 
product development. Kim Wan Joo, 
president of biotech company Chem- 
Tech Research Incorporated (C-TRI), has 
a rule of thumb for biotech ventures in 
Korea: They should spend at least 50% 
of revenues on R&D to narrow the tech- 
nological advantage of advanced coun- 
tries. In the early days, C-TRI was spend- 
ing 90% of revenues searching for new 
pharmaceutical, fine chemical and 
biotech products. 

Kim, a pharmacy professor and for- 
mer government researcher, started 
C-TRI in 1998 with several colleagues 
from the Korea Research Institute of 
Chemical Technology. They have since 
developed a number of promising items, 
including an antibiotic, a drug to pre- 
vent rejection of transplant organs, and 
an advanced chemical for hand-phone 
and computer displays. He says scientists 
in university and private-company labs in 
Korea have made impressive pure 
research strides in recent years, breaking 
into international science journals with 
greater frequency. “Look at the publica- 
tions,” he says. “Before there were very 
few scientists from Korea in Nature or Sci- 
ence. The quality of our research is now 
very good.” But he laments that investors 
don't want to wait the years required to 
turn the research into marketable prod- 
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CLONE RANGERS: Moon Shin Yong and fellow researchers at the Stem Cell Research Centre 


ucts. “They don't want publications, they 
want money,” he says. 

Even for those companies or research 
institutes with deep enough pockets to 
wait for a pay-off that might be 5-10 years 
away, there are limits to how far they can 
take either their research or their product 
development in Korea right now. Scien- 
tists and business analysts blame weak 
infrastructure and the lack of a big 
enough local market. 


BOUNDARIES TO RESEARCH 

For the team that scored a world first by 
taking a stem cell from a cloned human 
embryo, the limits are very real. Moon 
sees three possible consequences of the 
team’s work: The use of stem cells to gain 
a better understanding of diseases and 
human development; the development of 
new ways of testing the affects of experi- 
mental drugs; and the application of “cell 
therapy” to cure illness. 

In human clinical applications, stem 
cells—prototype cells capable of form- 
ing any kind of tissue—could in theory 
reverse a wide variety of degenerative dis- 
orders. But to get to that stage, intensive 
testing will be necessary. This will require 
access to a primate-testing facility. 

“In Korea we don't have a qualified 
or equipped primate lab,” says Moon. 
“You have to look at the U.S.” 

He and Hwang, a professor of veteri- 





nary science, are already considering col- 
laborations with universities in the U.S. 
and Britain to help sustain the momen- 
tum of their work in the longer term. 
Their initial breakthrough owed in part to 
a fortunate coincidence of factors, among 
the most important being a record of 
cloning experimentation in Hwang’s ani- 
mal-research lab and access to a large 
quantity of human embryos to allow them 
to experiment with different approaches. 
They obtained 242 eggs from 16 female 
volunteers. Even then, only 30 embryos 
survived for a week to reach the blastocyst 
stage and only one stem-cell line was 
extracted. But the two scientists believe 
the clinical breakthrough will take another 
decade and come wherever primate test- 
ing can be carried out. 

One advantage Korea has enjoyed 
over the U.S. is a more relaxed govern- 
ment attitude to cloning research. After 
five years of debate, in January a law was 
passed banning the cloning of humans, 
but leaving the door open to human 
stem-cell research. It is a sign of the pace 
of the science that the law does not 
specifically cover what Moon and Hwang 
did in cloning an embryo to obtain a 
stem-cell line. Nonetheless, Moon and 
Hwang played it safe: They didn't seek 
or use government funding to achieve 
their breakthrough. 

The research team has now taken a 
patent out on its work, though Moon 
acknowledges that small changes in tech- 
niques can make it easy to escape biotech 
patents. Neither Moon nor Hwang expect 
any financial benefits, excluding them- 
selves from ownership of the patent. The 
two have joined an elite club in cloning 
science, alongside such luminaries as the 
British team that achieved the world’s first 
clone, Dolly the sheep, in 1996. But the 
reward they hope for is the acknowledge- 
ment of their peers and perhaps, one day, 
Korea’s first science Nobel Prize, rather 
than money. 

“In the beginning everyone thought 
there would be a lot of money, a gold 
mine, in this type of research,” says 
Moon. “But after five or six years we 
only discovered it was a money-spend- 
ing machine. After Dolly the sheep, did 
you hear that any of the researchers 
became billionaires?” = 

Kim Jung Min contributed to this article 
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WORK WITH ME: Pius Sumaktoyo has his own method for stamping out software piracy 


Pirates, Come and Join Me 


In Indonesia, the rip-off capital of Southeast Asia, a solitary software writer is 


waging his own crusade against the plunderers 


like Microsoft and Adobe have made lit- 
tle more than a dent in Indonesia’s piracy-rampant software 
industry, there seems to be little hope for Pius Sumaktoyo, 
a 50-year-old Indonesian who writes computer programs from 
his bedroom in a tiny house on the outskirts of Jakarta. But 
that hasn't stopped him trying. 

Sumaktoyo should be a wealthy man by now, after devel- 
oping the country’s first software to translate Indonesian text 
into English and vice versa automatically. TransTool is a great 
item for companies, students and lawyers trying to translate 
documents from one language to another, and should be sell- 
ing in large quantities. Instead, Sumaktoyo has seen five suc- 
cessive versions of his program peddled openly by Indone- 
sian pirates for a fraction of the official price. Now Sumaktoyo 
is fighting back, taking a softly-softly approach out of place in 
an industry more used to police raids, mass software burn- 
ings and legal writs. He’s simply asking the pirates to work 
with him—not against him. 

Indonesia is one of the worst places in the world for copy- 
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ing software. Bundles of pirated programs from the United 
States and Europe can be bought for less than $2—a fraction 
of their cover price. A software industry anti-piracy group, the 
Business Software Alliance, lists Indonesia among the world’s 
top three offenders. Efforts to crush such piracy, however, 
have had only modest success: The organization has not tried 
to close down any pirate operations in Indonesia “for quite a 
while,” according to regional spokesman Tarun Sawney. It 
shows: The BSA’s Indonesian page only contains data on piracy 
from 1995. This may be changing—Indonesia last July passed 
a law that would provide a legal basis for cracking down on 
pirates, but implementation has been slow and spotty. That is 
why Sumaktoyo has taken matters into his own hands. 

The avuncular Sumaktoyo makes for an unlikely crusader. 
He has dabbled in computers since the 1970s. Inspiration for 
TransTool struck when he saw his brother laboriously trans- 
lating documents by hand. He figured it was something a com- 
puter could do better, so he began developing software during 
his spare time. First he had to figure out the theory, studying 


March Il, 2004 





the structure of the two languages and the differences between 
them. He bought every dictionary he could find, taught himself 
English, and, 10 years on, came up with something he could 
sell. Things did not augur well. In 1994, the first year of busi- 
ness, he sold only five copies, but he felt he was onto something: 
“Everyone was saying that if it was better they would defi- 
nitely buy it, so it encouraged me to make it better.” 

When the 1997 financial crisis hit and the management 
company he worked for folded, he decided not to send out 
resumes. “I had a feeling I could pay my way with this pro- 
gram,” he says. It was a leap of faith: Sales were still small, 
and he had o go ithout earnings for nearly two years. He 
as the software from one program- 











ae heal the Geftware could have done with some 
improvements, that was not the real problem. From the start, 
sales of his program were stymied by pirate copies. Most of 

his efforts to build some sort of password system into the soft- 
ware did little to deter them. He tried dozens of off-the-shelf 
programs, and three different programming languages, to try 
to prevent hackers from cracking the software open, but it had 
only minimal effect. Once one copy was cracked, it would 
quickly be copied and passed on. Web sites popped up on 
the Internet selling pirated copies for half the original price. 
“I anticipated it could be a problem,” he says. “We cannot trust 
all people to be honest. But if it wasn't password-protected it 
would have been uncontrollable.” 

Sumaktoyo never gave up, and came out with a new version 
he was sure couldnt be cracked. Then he met a high-school stu- 
dent who had all five editions of TransTool. When pressed, 
the student confessed that they were all pirated versions, cracked 
by him and his buddies. The student showed Sumaktoyo how 
he had done it. It was a revelation. “I realized there was noth- 
ing secure about this version either,” said Sumaktoyo. 

The experience was enough to send Sumaktoyo back to 
the drawing board yet again. He spent six months coming up 
with another version, using yet another programming lan- 

“© guage. That version will be launched next month. “I have 
the cracker to thank, because it would have been hopeless 
to continue,” Sumaktoyo says. 


“© CUNNING CHARACTERS 


But the experience gave him another idea: Pirates were 
human, and could listen to reason. More importantly, they 
needed to make a living. So, instead of trying to shut them 
down, he decided to offer them an alternative source of 
income: Selling TransTool originals. He mobilized a legal 
team—his brother-in-law, Hani Wicaksono, and two of his 
friends. Their mission was to track down pirates and make 
them an offer: Say you're sorry, promise you won't sell any 
more pirate copies, and become an agent. Agents receive about 
20% commission on sales. 

“It's a question of trying to tell the crackers that what you're 
doing is wrong,” says Sumaktoyo. So far more than two dozen 
have signed up. One of the more prolific pirates turned out to 
be a handicapped youth who lived in little more than a box 
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in the East Java city of Surabaya. “We couldn't help feeling 
sorry for him,” says Hani. i 
Others are more hardened members of the Internet com- 
munity. One such figure is a lanky 30-something who prefers 
to be called Kancil, which translates both as “Small Deer” and_ 
“Cunning Guy.” His lean-to shack, down a narrow lane, 
across a small rubbish tip, past a tethered sheep and somi 
fighting cocks, is the incongruous home of a DVD playe 
flat-screen TV and the latest in digital-video cameras. In thi 
student-dominated city, Indonesia’s capital of crackers, hack 
ers and on-line credit-card fraudsters, Kancil is vague abou 
his own activities, but considers himself near the top of th 
hierarchy. “I dont want my real name to be used,” he says 
“because I’m a serious figure in the computer business, 
locally and internationally.” : 


INSTEAD OF SHUTTING THEM . 
DOWN, HE OFFERED AN ALTERNATIVE 
SOURCE OF INCOME TO PIRATES: 
SELLING TRANSTOOL 


Kancil says he taught himself programming by tinker. 
ing with other people’s Web sites without permission: He 
came to the notice of Sumaktoyo and Hani after breaking the 
password system for TransTool in 90 minutes and selling 
copies for 30,000 rupiah ($3.50). A letter from Hani soon fol 
lowed and he became a TransTool agent. 

Even with folk like Kancil onside, there's clearly a long way 
to go. TransTool can be snapped up for a pittance in the 
city’s software shops, complete with instructions about how 
to get around the passwords. Posing as a buyer, Hani carefully 
collects the receipts and CDs from these shops. A week later, 
Sumaktoyo has posted advertisements in local papers warn- _ 
ing against buying illegal copies of his software, fired off | 
lawyers’ letters to the shops and submitted evidence to-the 
local police. He’s also used a new intellectual-privacy law to. 
persuade dozens of local Web sites to close down pages sell- 
ing pirated copies of TransTool. 

And still Sumaktoyo’s crusade is by no means a sure thing.. 
There remain more than a dozen Web sites selling pirate - 
copies of TransTool. All give little or no indication that they- 
are selling copies. Some, such as one run by 29-year old- 
programmer Theodorus and his 15-person team, sell both orig: 
inals and copies. Theodorus says he picks up 25% commis: 
sion for selling the original version, but if erok baulk at 
the 750,000 rupiah price, he’s willing to sell a pirate copy _ 
for 300,000 rupiah. “Why do we sell the pirate product?” 
Theodorus says. “Because the price of the original product 
is too expensive for the majority of Indonesian citizens.” ; 

Sumaktoyo says he sees the problem as a slow struggle 
to convince people that what they're doing is wrong, and. 
then to offer them a way out of it. “I realize it's impossible. 
to make everyone agree to follow the rules,” he says. “But 
I'm not angry.” = 
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LOOSE 


BY JEREMY WAGSTAFF 


Whither E-Mail? 


E-mail is rapidly becoming a turn-off, as more and more of us are burned by spam and viruses. 
Soon, sending e-mail will be more complicated, and other sources of information will take over 





E-MAIL IS GOOD. Very good: Of all the things that But these days e-mail is looking a bit frayed around the edges. 


started out with the Internet it’s about the only sur- Virus writers have found that e-mail is the best way to spread their 
vivor (ever heard of Gopher? Archie? Telnet?). creations, forcing us to place blockades on our inbox to keep 
E-mail works because it’s simple. You send e-mail, the nasty stuff at bay. Fake e-mails lure the unwary into giving up 
you receive it: Two standards, or protocols. Peo- their bank-account passwords and PINs. Then there’s spam, 
ple communicating with each other, sending text, which now accounts for more than half—sometimes a lot more 
pictures, attachments, falling in love, arguing, writ- than half—of all e-mail. The joy of e-mail 


ing columns. Looking back, nearly all of us must 
wonder how we managed without it. 


has been tarnished by 
the realization that 
not everything that 
J lands in our inbox 
is lovingly crafted by 
someone who has only 
good things in mind for us. Those days are 
gone. So what’s ahead? 

E-mail is becoming the central part of a much 
broader information-handling program, or suite of pro- 
grams, which include material from lots of other 

sources. First off, the role of e-mail—a communication 
between two people—will decline as it becomes more reg- 
ulated. Companies like Yahoo! and Microsoft are work- 
ing on standards they hope will work as “signatures” 
for e-mail, so that the e-mail you receive is in some way 
authenticated by the sender, and approved by you. In 
the future, sending e-mails is likely to require more steps 
than we’re used to, meaning that only people who really 

want to send an e-mail will do so. 

That’s likely to reduce the amount of spam, scams 
and other sleazy stuff quite considerably. It’s going to 
be uneconomic for spammers to fire off millions of 
e-mails if none of them get through. But while this 






















I’ve looked quite closely at on-line crime cost them more than £195 million rate report from another British-based 
in recent weeks, particularly so-called ($368 million) from downtime, lost organization, technology security 
phishing scams. Quantifying the loss to productivity and perceived damage to consultants mi2g, reports 110 unique 
companies in Asia is difficult, given that their brand or stock price. Much of the incidents of phishing—identity theft by 


most are reluctant to report cybercrime damage is being done to financial fake e-mails and/or keyboard-logging 
fearing it could harm their reputation to companies, three of which lost more viruses—in less than a year. Top of the 
make the matter public. In Britain, that than £60 million. list of targets is the United States, but 
attitude is shifting, at least a little. A Britain’s National Hi-Tech Crime second comes Australasia, proving 
recent Reuters report from a conference Unit said that of the companies hit by that Australia and New Zealand appear 
on hi-tech crime quoted British police as cyber crime, less than one-quarter to have become favoured targets of 
saying that 83% of Britain’s 201 largest reported the matter to police. That’s such scams. 

companies reported experiencing some better than two years ago, when no Expect things to get worse before 


form of cyber crime. The damage has companies were reporting it. A sepa- they get better. 





WRITE TO ME: jeremy.wagstaff@feer.com 





Josh Estey 


should free up our mailbox for Aunt Edna to send her monthly 


musings unmolested, there’s going to be a lot of other infor- WIKIPEDIA ON YAHOO! 
mation we used to get through e-mail that we'll have to turn 
to other sources for. A few weeks ago, | wrote about Wikipedia 

This is where the real revolution will take place, I think. (www.wikipedia.com) the free on-line encyclopae- 
I’ve written before about RSS, or Really Simple Syndi- dia maintained and updated by an army of 


volunteers (Wikipedia: It’s Wicked, Feb. 
19, 2004). Expect to see more of it 
soon: Founder Jimmy Wales tells 
me he’s reached an agreement 
with Yahoo! that will capitalize 
on one of Wikipedia’s strengths— 
its up-to-the minute entries. 
Yahoo has recently launched 
its own search engine to rival Google 
(http://search.yahoo.com/), and will 
soon, Wales says, include rapid updates 
from Wikipedia. This means that if you 


cation, which is a way to split news, blogs, or any 
other kind of updating material into things 
called feeds. Think of them as magazine sub- 
scriptions in digital form. You can subscribe 
to as many feeds as you like, all of which will 
arrive on your computer and update them- 
selves for as long as you're connected to the 
Internet, or you stop subscribing. You won't 
get spammed, because you (probably) didn't 
have to give anyone your e-mail address. You 
won't get more than you ask, because control over 
when you get the feed, or when you stop getting 









the feed, is entirely in your hands. Just you, and the infor- search Yahoo! for a current topic (say Haiti, 

mation you requested. < or Mel Gibson’s controversial new movie, The 
Eventually, RSS will replace e-mail. Or rather, it will dovetail E Paasion of the Christ) you're likely to see among 

with e-mail so that it appears in the same place, in the same z the results the latest updates and new entries 

program, so you can read Aunt Edna’s newsletter as well as the 3 from Wikipedia. “The advantage this will give 

news feed of your favourite football team. Indeed, if Aunt Edna g Yahoo is that they'll have nearly real-time updating 

is smart she'll redesign her newsletter so it’s an RSS feed, then E of links from us,” Jimmy says. For Wikipedia? “I 

anyone who wants to can subscribe. = would anticipate that it’s going to give us a huge 

traffic boost.” 

E-MAIL CONTENDER My verdict: This kind of dynamic searching 

For the brave this new world is (more or less) already here, in the further blurs the boundaries between searching 

form of NewsGator (www.newsgator.com) which allows you for news (dynamic content, often updated, brand 

to receive RSS feeds in Microsoft Outlook. Or Blogstreet’s spanking new) and searching the Web (static 

Info Aggregator, which converts RSS feeds into e-mails content, not usually organized by date, more for 

(rss.blogstreet.com). These are great innovations, but there will background than for news). 

be more. As RSS develops, it will be possible to convert any If people start turning to Wikipedia for a 

kind of updating information into a feed that you can customize good summary of big issues, then the people 

and subscribe to, from exchange rates to soccer scores, from local updating Wikipedia will be more motivated to 

bus times to internal company bulletins. These will all appear update entries and add entries where they didn’t 

in your e-mail program, colour-coded and sent directly to indi- exist. That in turn is going to turn what was an 

vidual folders so you can easily distinguish between Aunt Edna’s encyclopaedia into an almost real-time source of 

mad mutterings and those of your boss. information to compete with news sites. CNN 
This is just a start. I’ve toyed with lots of different programs and BBC, take note. 

that promise to get info to you quickly and easily, but in the end 

the fewer programs we have cluttering our desktop the better. 

What works best for me is that if everything is in one place that 

we can access and monitor easily. One great example of this is mation on the Internet and retrieving it into Odd- 

Oddpost (www.oddpost.com), a subscription e-mail service that post. This is where the future of e-mail lies: a repos- 

folds nearly all of what I’ve just outlined into one place, from RSS itory of everything you need to know, collecting and 

feeds to your Web mail accounts. Oddpost also lets you access all organizing while you're doing something else, but 

this from any computer running Internet Explorer, without down- always under your control. 

loading software. Eventually our e-mail inbox will look less like 
Oddpost is a service worth having just for those times you're a weird and offensive mess of spam, scams and 

on the road without a laptop. But there’s some way to go before viruses, and more like what it should be: A place 

we make full use of e-mail. Intriguingly, the guys behind Odd- to read, create and share great things. = 

post have recently showcased something called Newsdash, which More musings, updates and rants at my blog: 

will (when it’s launched) be more proactive in hunting down infor- http://loosewireblog.com 
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Ng Chi-ho/Global Image 


GAMBLING 


Macau Sets Its Sights 
On the High Table 


The end of a decades-old monopoly over gambling in Macau has drawn some of the biggest 
names in the gaming business to the former Portuguese colony. The coming shake-out will 
likely rewrite the rules of the game but should place Macau in the international big league 


IT’S A TYPICAL weekend night in one of 
Macaus 65 or 70 VIP gaming rooms 
where, away from prying eyes and the 
“grind” players of the main casino tables, 
the high rollers play baccarat. According 
to the men who run these VIP rooms, they 
will face some frightening possibilities on 
any given night: First, a high roller, play- 
ing by himself or with a handful of others, 
could wager the maximum bet in Macau, 
HK$4 million ($516,000) ona single hand 
of cards, and win. And second, the same 
high roller—a valuable commodity as long 
as he loses more than he wins—could be 
enticed by a rival VIP room. Competition 
among the operators sometimes boils over 
into violence. 

Macau is on the knife-edge of a re- 
markable transformation. The over-65- 
year-old monopoly on casino operations— 
the last 40 under overlord Stanley Ho— 
has ended. Already a volatile industry, 
gambling is in a further state of flux. Two 
years ago Macau awarded gambling con- 
cessions to three groups, which in turn 
are subdividing into an expanding num- 
ber of casino developers. What has long 
been a quaint city in the shadow of much- 
larger Hong Kong is about to be flooded 
with money and foreign—mostly Amer- 
ican—influence. The coming change 
threatens the existence of a cosy system 
of oral contracts and extra-legal practices 
that has evolved over decades. The ensu- 
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ing overhaul of Macau's gambling indus- 
try will introduce international best prac- 
tices and cement its position as Asia’s 
gaming capital. 

Stanley Ho would not speak to the 
REVIEW for this story. Other key sources 
were reluctant as well, and many of those 
who agreed to be interviewed did so only 
on condition of anonymity. Nevertheless, 
there was wide agreement among the more 
than 30 people who the Review spoke to 
that, while there was likely to be some 
resistance to such change, the huge influx 
of money would profoundly alter both 
Macau's gaming industry and the city itself. 


HIGH-STAKES 
GAMBLE 


e Macau took in over 
$4 billion in gambling 
revenues in 2003 


¢ Its proximity to China, 


potentially the world’s 
biggest gaming market, 
makes it hugely attractive 
to global players 


e Their investments will 
transform it into the Las 
Vegas of the East 





By Tim Healy/MAcau 


Based on the local government's 
records, Macau is the world's third-largest 
gaming market, behind America’s Atlantic 
City and the No. 1, Las Vegas. Ho's casino 
company, Sociedade de Jogos de Macau, 
successor to Sociedade de Turismo e Diver- 
soes de Macau as casino operator, recorded 
$3.5 billion in total gambling revenue in 
2003. That was about 27% higher than in 
2002, a growth rate that, if it continues, will 
have Macau nipping at the heels of Atlantic 
City as the world’s No. 2 gaming market by 
the end of this year. More important, 
Macau sits on the edge of the world’s great- 
est potential gambling market: China. Esti- 
mates of how big the market in China 
could become range up to the hundreds of 
billions of dollars, dwarfing even the 
United States, which recorded just under 
$70 billion in casino revenue in 2002. 

The changes have begun. Macau is 
beginning to see the first few hundred 
million dollars in private investment of 
what could easily be billions by the end of 
the decade. For a city of only 440,000 peo- 
ple that, according to a government sur- 
vey at the end of 2002, had accumulated 
a total of just under $3.5 billion in foreign 
direct investment in its history, the 
amount is mind-boggling. 

The first wave of investment is com- 
ing to a part of Macau close to the ferry 
terminal that connects the city with what 
has traditionally been its biggest source 
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A BEACON: Stanley Ho’s pride, the Lisboa, is the visible symbol of Macau's high-rolling future 


of both gamblers and tourists, Hong 
Kong. Most prominent of the new prop- 
erties is the Las Vegas Sands, a $240 mil- 
lion casino being developed by one of the 
new American competitors, Sheldon 
Adelson’s Venetian group. 

It is going up in between a smallish, 
$60 million hotel casino being developed 
by Galaxy Resort & Casino, a company 
started by Hong Kong property tycoon Lui 
Che-woo, and a $122 million retail-and- 
entertainment complex being built along 
the waterfront by Stanley Ho and part- 
ner David Chow. Both the Las Vegas Sands 
and the Galaxy Casino are set to open in 
the second quarter of 2004. The water- 
front project, called Fisherman's Wharf, is 
supposed to open by the end of the year. 
Additionally, Galaxy says it will break 
ground this month for a G600-room hotel 
casino in the same area. 

Just a few blocks away, at the south- 
ern tip of the Macau peninsula beyond Ho's 
iconic flagship hotel casino, the Lisboa, a 
$1.5 billion land reclamation and prop- 
erty development called Nam Van Lakes is 
in its final stages. Still to come is a $500 
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million casino resort from another Amer- 
ican, Steve Wynn. Wynn told the REVIEW 
recently that ground would be broken for 
the project in June. Now Ho plans to build 
a 30-floor hotel casino next the Lisboa, to 
be called Lisboa II, for $187.5 million. 

Less concrete but more far-reaching 
are plans for a strip of reclaimed land con- 
necting Macau's two main outer islands, 
Taipa and Coloane. Adelson says his com- 
pany will build a 1,500-room mega-resort 
and casino on this piece of land and is 
inviting others to join what he envisions 
will be a re-creation of the Las Vegas strip 
with 20 casinos and 60,000 hotel rooms. 
On a separate parcel of land, the Galaxy 
group has said it has plans to build a resort 
casino with 3,000 rooms in 2006. 

One early sign of the magnitude of the 
coming change came with the announce- 
ment that the Macau economy grew at a 
rate of 25.3% in the third quarter of 2003 
from the same period a year earlier. For 
all of 2003, it is expected that Macau will 
shatter the 9% growth recorded in 2002, 
which followed six straight years of flat or 
declining growth. 





Nei Leng Tay/REVIEW 


Tourism growth from the mainland 
into Macau was already strong in 2003, up 
almost 23% through the first seven months 
of the year over the same period in 2002. 
But after immigration rules changed in late 
July to allow mainland visitors from 
selected cities in southern China to enter 
Macau and Hong Kong without a passport 
or visa, the number of China arrivals 
soared. In the last five months of the year, 
arrivals from mainland China increased 
49.3% over 2002. 

Macau has a history of gambling that 
stretches back hundreds of years. What 
Stanley Ho did was bring professional 
management and accounting systems to 
what had been informal, family-run oper- 
ations. Also, with the opening of the Lis- 
boa in 1970, Ho introduced the most opu- 
lent casino gaming hall in the city. In 
1987, three years after Britain and China 
agreed that the transfer of sovereignty 
over Hong Kong would take place in 
1997, Portugal and China came to a sim- 
ilar deal on the return of Macau in 1999. 
In the run-up to the Macau handover, the 
city was rocked by murders and kid- >» 
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nappings. The violence was widely attrib- 
uted to a turf war among triad-connected 
VIP-room operators battling to see who 
would control the rooms after Por- 
tuguese sovereignty ended and the Chi- 
nese arrived. 

But after the handover, 
the violence has subsided. 
Macau recorded 37 homi- 
cides in 1999, three in 2002 
and nine in 2003. And Bei- 
jing’s return as sovereign did 
much more than just end the 
violence. Edmond Ho, 
China’s hand-picked chief 
executive of Macau, accepted 
21 applications from com- 
panies in Asia and around 
the world in late 2001 seek- 
ing one of three gambling 
concessions. On January 22, 2002, 
Macau announced the winners. 

As expected, one of the three went to 
the incumbent monopolist, Stanley Ho. 
More surprising were the other two win- 
ners: One was a joint bid by Galaxy and 
Adelson, the Las Vegas gaming-and-exhi- 
bition impresario, and the second was 


INTERVIEW: STEVE WYNN 


B est of Both 





OPERATOR: Stanley Ho 


from a group headed by Wynn, the Amer- 
ican credited with helping to transform 
Las Vegas from a city focused almost 
entirely on gambling into a broader, fam- 
ily-oriented playground through a series 
of new casinos in the 1980s and 1990s. 
The two entrepreneurial 
= swashbucklers had beaten 
° some of the largest and most 
powerful gambling compa- 
nies in the U.S. and Asia, 
including MGM-Mirage, the 
world’s second-largest gam- 
ing company, which has been 
talking to Stanley Ho about 
opening a casino under his 
licence for over a year. 

Ina sense, the January 22 
announcement was the city’s 
true transforming event, an 
economic handover far more conse- 
quential than the political handover two 
years earlier. It has always been assumed 
that the end of Macau’s gaming monop- 
oly would have the greatest negative 
impact on the incumbent. But anyone 
who thought that the end of his monop- 
oly would undermine Ho's pre-eminent 


position doesn't understand the man or 
appreciate his success in constructing a 
company both ubiquitous in, and sym- 
biotic with, the Macau economy. 

Not only does Stanley Ho own all or 
part of 12 fully fledged casinos and con- 
trol up to 70 VIP gambling rooms, he has 
majority stakes in the city’s dog-racing 
and horse-racing tracks. Through his own 
Macau-based companies and Hong Kong- 
listed Shun Tak Holdings, which he con- 
trols, he has key stakes in five-star Macau 
hotels including the Mandarin Oriental, 
the Westin Resort and, of course, the Lis- 
boa. He also owns 100% of Macau's sec- 
ond-largest locally based bank, Seng Heng 
Bank, the city’s largest department store, 
New Yaohan, and numerous restaurants, 
saunas and property agencies. When the 
project began in the early 1990s, Ho also 
owned 25% of the Nam Van Lakes proj- 
ect, which reclaimed an area equivalent 
to about 20% of mainland Macau's land- 
mass from the South China Sea. 

Stanley Ho also dominates Macau's 
transport industry. Shun Tak owns Far 
East Hydrofoil, operating between Hong 
Kong and Macau. And Ho owns one-third 


MACAU IS THOUGHT TO BE EXTREMELY PROFITABLE. BUT 


STANLEY HO HAS ACHIEVED THAT WITHOUT A LOT OF CAPITAL 
INVESTMENT. THE LISBOA, FOR INSTANCE, ISN’T EXACTLY A 
POSH CASINO, YET IT IS JAMMED WITH GAMBLERS. 








The Las Vegas gaming mogul plans to combine U.S. 


standards of service with local gambling styles 


STEVE WYNN IS almost wide-eyed about the gaming oppor- 
= tunity on China’s doorstep. “The enormity of the economic 
| change going on in China has no parallel in American history,” 
he says. Wynn, who was granted one of Macau's three new 


gaming licences in 2002, spoke to the Review’s Tim Healy 


in an exclusive interview late last year. Excerpts: 


IS NEVADA TRYING TO REGULATE GAMING IN MACAU? 


Not at all. Nevada regulators know that they don't have a right 
to regulate Macau from Nevada. But they do claim a right to 
judge the suitability and the business practices of Nevada 
licensees. For instance, it has been illegal for anyone other 
than banks and credit-card [issuers] to grant credit in Macau. 


~ How can you operate in Macau and break the law? 


WELL, EVERYONE DOES IT. 


That is not an acceptable answer. Nevada regulators will say, 
“Steve, we expect you to be law-abiding wherever you go.” 


If you look closely, you can see that Stanley Ho is changing 
dramatically. Adjacent to the main casino at the Lisboa, he has 
put in a beautifully well-lit break room and staff dining 
room with a delicious-looking buffet of dim sum and noodles. 
Plus, look at the Crystal Palace at the Lisboa. The casino rooms 
in that area represent, along with David Chow’s Legends— 
which is a pretty nice place—and the Pharaoh's Palace, major 
attempts at an upgrade. Now, you can have your own opinion 
on taste levels, but these places represent a metamorphosis. 
They are a long way from the old Lisboa. 


WILL CHINESE GAMBLERS EMBRACE A LAS VEGAS STYLE 

OF GAMING? 

If you think I’m coming here to try to recreate the Mirage 
or the Bellagio [ famous Wynn-developed casinos in Las Vegas] 
that would be mistaken. We have a phrase on the wall in 
our office: “Learning from Lisboa.” The principles of 
animation and excitement and good service in America, 
they travel well. But the layout and the arrangement inside 
when you walk through my casino in Macau will probably look 
more like the principles of the Lisboa than anything in Las 
Vegas. So, the Chinese player is not going to have to decide 
between Nevada-style gambling or Chinese-style gambling. 
We're going to have Nevada-style service, but we're going to 
have Chinese-style gambling. = 
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of the Macau International Airport and 
14% of Air Macau, the main airline serv- 
ing the territory. In addition, he is said 
to have deals with all of the major bus 
companies that on average bring 20,000 
mainland Chinese tourists into Macau 
each day. Now 82, Ho was estimated in 
2002 to have a net worth of more than $2 
billion by Forbes magazine, making him 
one of the 50 wealthiest people in Asia. 

In the 1980s, Ho introduced a system 
for segregating high rollers in VIP rooms 
that would prove to be a masterstroke. The 
high rollers who play in these rooms are 
the lifeblood of gambling in Macau, gen- 
erating three-quarters of the city’s gam- 
ing revenue—which is far more in rela- 
tive terms than in Las Vegas or Atlantic 
City, or the biggest casinos in Monte Carlo 
or Melbourne, Australia. 

A common measure of business per- 
formance in casinos is win per table per 
day, which records how much a casino 
takes in at each table of common casino 
games like baccarat, blackjack or roulette. 
In Las Vegas, the largest casinos averaged 
a win per table of over $2,000 in 2002, 
according to industry sources. In Macau, 
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the daily average is more than $21,000. 

Ho's real innovation was to initiate part- 
nerships for virtually all the VIP rooms. He 
required that the partner guarantee a 
monthly income, from which taxes would 
be paid and then the leftover would be split, 
usually 70% to Ho and 30% to 
the partner. The system incor- 
porated the use of junket oper- 
ators to bring in high rollers, 
who mostly gambled on credit 
with the use of “dead chips,” or 
gaming chips purchased by a 
player that could be gambled 
or redeemed only in private 
transactions with another 
player—often at a discount to 
the chips’ face value. 

The beauty of this system, 
combining junket operators 
and VIP-room operators, is that it trans- 
ferred some big risks from Ho to subcon- 
tractors. Fluctuations in the number of 
players who come each month or house 
losses to a player on a hot streak had to 
be borne by the partners. Also, the respon- 
sibility for granting credit to VIP players 
typically fell to a subcontractor, usually the 
junket operator who brought them. A high 
roller from China, for example, might buy 
a package from a junket operator who acted 
partly as a travel agent, partly as a gambling 
facilitator and partly as a financier. 

Probably most important was that Ho 
got out of the business of collecting bad 
debts, which can be an unsavoury task 
in China where there is no legal recourse 
for gambling-debt collection. In fact, the 
junket system proved to be perfectly 
suited to China for many reasons. Not 
only is gambling illegal in the country, 
even advertising gambling is strictly for- 
bidden. The difficulty, then, is identifying 
and enticing players to a casino. 

Fortunately for Stanley Ho, the junket 
system evolved into an effective market- 
ing network to identify and connect with 
potential players. Junket operators also 
help high rollers circumvent a Beijing pro- 
hibition against taking more than 100,000 
renminbi ($12,000) out of the country. 
Often, a player from mainland China will 
gamble against a credit line set up by the 
junket operator in Hong Kong and repay 
with funds back in China. 

But much of the junket system built by 
Ho, so suitable to Macau's unique condi- 





MACAU CEO: Edmund Ho 


tions, may be off-limits for the Americans. 
The crux of the problem for Wynn, Adel- 
son and any other American casino oper- 
ator who comes to Macau is that their gam- 
ing licences in the state of Nevada, where 
Las Vegas is located, regulate their activi- 
ties and associations every- 
where in the world. Crucially, 
the Nevada regulations tell the 
U.S. licensees that they must 
associate only with “suitable” 
partners when they do busi- 
ness overseas—suitability 
being determined by the 
Nevada Gaming Commission 
after an investigation. 

How many of these critical 
junket operators in Macau 
would be deemed suitable by 
Nevada? Estimates vary wildly, 
and it is difficult to find one observer who 
is both knowledgeable and impartial. One 
Macau junket operator who spoke to the 
REVIEW on condition of anonymity says his 
group is clean but estimates that 80%-90% 
of Macau's junket operators are not. 

Jorge Oliveira, on the other hand, who 
leads the Macau government's efforts to 
formulate and rewrite regulations that will 
control what has traditionally been an 
unregulated industry, says he doesn't see 
how the proportion could be so high. “All 
the biggest junket agents in Macau are 
already licensed to operate in Las Vegas,” 
he says. “You probably haver't heard this 
because most of these guys don't neces- 
sarily want Stanley Ho to know that they 
were taking the same players to Las Vegas 
that they brought to him.” Oliveira says 
that Macau will soon begin scrutinizing 
and licensing junket agents in much the 
same way that Las Vegas does. 

Wynn, for one, plans to use junket 
operators, but he recognizes he may have 
to get new ones. “We use [junket opera- 
tors] in America, and I intend to use them 
here. I dont know the people in Guang- 
zhou who want to come to Macau. Or in 
Dongguan. Or in Shanghai. I need to cre- 
ate an organization of people and remu- 
nerate them appropriately.” 

But Adelson, the first American oper- 
ator actually confronted with the ques- 
tion of whether to use existing junket oper- 
ators, seems to have made the decision to 
mostly steer clear. Neil Ducray, the Hong 
Kong managing director of global >> 
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advertising firm TBWA, calls Adelson’s 
casino plan a Field of Dreams strategy— 
“build it and they will come.” TBWA has 
consulted a number of tourism companies 
targeting Hong Kong and China, includ- 
ing several involved in Macau. Ducray has 
been studying the situation. “I think at first 
youll see Venetian do very little marketing 
of any kind. They are going to open their 
doors and see who comes in.” 

One gaming-industry analyst who 
asked not to be identified says that the 
Venetian told him last year that it expects 
to bring in $1 billion a year in gambling 
revenue. If this happens, that would make 
Macau's Las Vegas Sands one of the high- 
est-grossing casinos in the world in terms 
of gambling revenue alone. No Las Vegas 
casino, where revenues tend to be about 
equally split between gaming and non- 
gaming sources, reports that much rev- 
enue from gambling alone. 

Another source familiar with the com- 
pany’s revenue projections says that the 
low-end goal of the Las Vegas Sands is 
to bring in an average of 2,000 players a 
day and see them lose $1,000 each at the 
tables, which would translate into annual 
revenue of $730 million, a performance 
likely to generate enough cash flow to sat- 
isfy the money men. 

Until now, Macau law prohibited any- 
one other than banks and credit-card com- 
panies from issuing credit to gamblers. In 
reality, Wynn says, credit had been granted 
historically by a variety of people—“all of 
it technically illegal.” Wynn was afraid of 
running afoul of Nevada regulators who 
demanded that its companies follow the 
letter of the law where they operate, not 
the common practice. 


EXPANDING CREDIT 
Late last month, the Macau government, 
after consulting closely with representa- 
tives of all the casinos, introduced a law 
that allows casinos and junket operators 
to grant credit for gambling and spells out 
rules and conditions. Oliveira says that he 
expects the law to be passed without any 
significant changes, though it may be the 
middle of the year before it is finally 
approved. Wynn told the Review recently 
that the new legislation gives him the con- 
fidence he needs to start building his 
casino by the middle of the year. 

David Chow, who is developing Fish- 
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SHAPE OF THINGS TO COME: The Las Vegas Sands (right) is just one of several new projects 


erman’s Wharf, is a Macau legislator and 
its highest-profile junket operator. He says 
that the new legislation is a masterpiece of 
legal draftsmanship in that it satisfies both 
Wynn's desire to have the matter of issu- 
ing credit formalized but still affords flex- 
ibility in terms of allowing junket-and-VIP- 
room operators to grant credit. 

Despite the enormous potential for 
casino operators, the risks are high. If 
three-quarters of Macau's market, currently 
attributed to high rollers, might be difficult 
for the Americans to crack because of its 
domination by Ho and the network of jun- 
ket and VIP-room operators, that still leaves 
$875 million worth of annual business to 
fight over. Capturing a third of that would 
give a casino operator almost $300 million 
in revenue, which, though substantial in 
Las Vegas, might not be enough to gener- 
ate the kind of cash flow that banks and 
investors want to see in Macau. 

There is also substantial and growing 
competitive risk. At one time, it might have 
been reasonable for a newcomer to assume 
he could capture a third of the lower-end 
market without a major marketing push. 
But if Wynn builds as promised, and MGM 
cements a long-rumoured deal with Stan- 
ley Ho to open a new casino, that will leave 
three substantial American competitors 
and Hong Kong's Galaxy in the race to grab 
Hos existing business and attract new play- 
ers within a very few years. 

How will the new competitors suc- 
ceed? They all have the same basic options: 


They can increase their share of the lower- 
end business, increase the overall volume 
of that business, or begin to capture a 
significant amount of the high-roller 
turnover. The first option is possible, but 
it obviously becomes more difficult as 
competition grows. The second option is 
probably the most preferable and proba- 
bly attainable, but the number and char- 
acteristics of new potential gamblers head- 
ing to Macau, mostly from the mainland, 
remain a big unknown. And the third 
option will be very difficult if, as many peo- 
ple believe, Ho and his network of jun- 
ket operators have a stranglehold on the 
high rollers. 

Oliveira has no doubt that the new 
competitors know exactly what they’re 
doing. “At first I thought it was strange 
that these guys, coming into Macau 
between the 23rd and 24th hour before 
we granted licences, were so anxious to 
invest $1 billion. How could they know 
if they would be successful?” he says. “But 
let me tell you, they have numbers the 
Macau government doesn't have. They’re 
not crazy. I think these guys know what 
they're doing.” 

Says Robert Broadfoot, managing 
director of the Political and Economic Risk 
Consultancy in Hong Kong, “You can 
debate all you want about whether the 
change is good for Macau, whether it will 
be resisted or embraced. The fact is, change 
is coming. There’s too much money at 
stake for Macau not to change.” = 
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COFFEE 


Bean-Counting 


It’s not traffickers of arms or gems, but coffee 
smugglers who threaten East Timor’s future 


By Mark Dodd/Di11 


TWO OF EAST TIMOR'S biggest cof- 
fee buyers and processors say the 
quality of this year’s harvest has 
shown a big improvement on past 
crops but widespread smuggling is 
jeopardizing the industry. 

Since the country gained inde- 
pendence in 2001, its most impor- 
tant export earner remains beset with 
problems ranging from ageing trees 
and crumbling roads to rampant 
smuggling of semi-processed cof- 
fee to Indonesia. Kenny Lay, man- 
aging director of Timorcorp, reckons 
that as much as 40% of this year’s 
coffee crop, which he estimates at 
11,000 tonnes, has ended up in 
Indonesia for processing. 

“The government has to stop 
this coffee from going across the 
border. They should have someone 
on guard to stop this,” says Lay. He 
says he has raised the issue with the 
East Timor government, proposing 
that only traders with established 
factories in Dili be allowed to buy 
coffee directly from farmers. 

Even if only a minnow in inter- 
national coffee markets, East Timor depends on coffee: it is the 
country’s most important agricultural export and provides 
income and work for an estimated 40,000 families. “We've 
lost, by my estimate this year, close to 40% of the total crop; 
last year it was about 30%,” Lay says. 

In the first ro months of 2003, Timorcorp exported about 
108 containers of coffee from Dili totalling around 2,000 
tonnes of green bean. Lay’s estimate of an 11,000-tonne total 
production figure is challenged by East Timor’s other major 
coffee company, Café Cooperative Timor, or CCT, which says 


EAST TIMOR’S MOST IMPORTANT 
AGRICULTURAL EXPORT PROVIDES INCOME 
FOR AN ESTIMATED 40,000 FAMILIES 


March Il, 2004 





CHERRY-PICKING: East Timor’s labour costs remain high 


Money 


the figure is closer to 5,000-6,000 tonnes of green bean. 

However, there is no dispute on the root cause of the 
smuggling racket facing East Timor’s fledgling processing 
industry—high labour costs. The United Nations gave East 
Timor a dollarized economy to provide fiscal stability at a time 
when the Australian dollar and Indonesian rupiah were com- 
peting for supremacy and the only winners were blackmar- 
ket money traders. 

According to Lay, the differential in processing costs has 
created a mini-industry with unscrupulous traders buying the 
semi-processed coffee direct from East Timorese farmers and 
then smuggling it across the border. He says much of the illicit 
coffee is ending up in the West Timor 
border town of Atambua where it is 
then shipped to Surabaya or Bali for 
processing as “Java Coffee.” 

A senior diplomatic source in 
Canberra agreed that smuggling 
was a major problem in East Timor 
and would only get worse once 
United Nations peacekeepers were 
pulled out. The Review contacted 
the East Timorese government offi- 
cial responsible for coffee but he 
declined to comment. 

Meanwhile there is some good 
news. Café Cooperative Timor, the 
country’s biggest purchaser of 
unprocessed cherry, which is the 
common term for the fruit of the 
coffee tree, says it exported around 
1,700 tonnes of green bean as of the 
first ro months of 2003, half of 
which left Dili with a value-added 
organic certification. 

“This year we're getting about 
double New York ‘C’ (coffee) for our 
organic,” says CCT’s senior-agri- 
cultural adviser, Alistair Laird. The 
average price is about 75 cents per 
pound. 

“Next year we hope to be exporting 85% of our total as 
high-quality, organic-certified coffee,” he adds. While smug- 
gling and high labour costs were a problem, Laird added crum- 
bling infrastructure to his list of woes. 

“Roads are falling apart and there is no repair work going 
on,” he says. “This is affecting the farmers because it makes 
it very difficult for us to get to them and bring the beans 
to market in Dili.” 

He says CCT has worked hard to improve coffee qual- 
ity and was finally seeing a dividend due to investment in 
new processing equipment. Proof: “This year we bought 
12,000 tonnes of cherry and we're looking at 18,000 tonnes 
next year because we've improved the capacity of our fac- 
tories,” says Laird. 

But if the smuggling continues, so will the uphill 
struggle. = 
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PAKISTAN 


Curtain-Raiser 


Anti-dumping duties imposed by the EU give the 


country’s textile exporters a taste of things to come 
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By Saeed Azhar 

Pakistan's surging textile exports could hit a road- 
block if the European Union next month imple- 
ments a decision to impose anti-dumping duties 
on imports of woven bed-linen products from South 
Asia’s second-largest economy. 

The tussle erupted after the European Com- 
mission accused Pakistani exporters of dumping 
bed linen. EU members narrowly voted to impose 
a 13.1% anti-dumping duty for five years from 
March 18, industry officials say. 

Exports of bed linen (also known as bedwear) 


REVERSAL OF FORTUNES 
Pakistan’s current account as a 
percentage of GDP turned positive in 2002 
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for the first time surged past the $1 billion mark 
in the fiscal year to June 30, 2003, accounting 
for almost 11% of Pakistan's total exports. More 
than a third of Pakistan's bed-linen products are 
exported to Europe. 

Textile exports in the last fiscal year grew 24% 
from the previous year to $7.15 billion, with most 
growth in garments, knitwear and bed-linen prod- 
ucts. The textile industry powered the country’s 
total exports to an all-time high of $11.03 billion in 
the last fiscal year, a figure that represented a 
21% increase year on year. 

In the first seven months of the current fiscal 
year, exports have risen 13.5% to $6.9 billion, led 
largely by growth in textile exports. Shabbir 
Ahmed, a prominent exporter, said the planned 
duty is a double shock for Pakistan's multi-billion- 
dollar textile industry as it comes almost a year 
before Pakistan loses duty-free access to Europe 
from 2005 as part of a phasing-out of the global 
Multifibre Arrangement. Increased competition 
from Turkey is expected next year. 

Under the arrangement, the United States and 
Europe—the key buyers—are obliged to buy a 
set quota of garments and textiles from develop- 
ing countries. Once the pact expires, the U.S. 
and the EU are free to import these goods from 
anywhere they choose. 

Ahmed says the industry is still lobbying 
against imposition of the duty. The textile indus- 
try has reaped huge benefits since September 11, 
2001, after the EU and the U.S. enhanced textile 
quotas as a reward for Islamabad’s support for the 
war against terrorism. The EU expanded its quo- 
tas by 15% in 2002. 

“With new countries joining the fold of the 
EU shortly, we may lose the growth projected for 
bedwear exports next year,” says Ahmed. “This 
will be really bad for earnings.” Industry analysts 
are also predicting tough competition for Pak- 
istan’s textile industry from other developing 
economies when textile-quota barriers are lifted 
globally in January 2005. 

Quality will remain the key to survival in a 
freer export environment, according to a Karachi 
Chamber of Commerce and Industry study on 
the implications of various World Trade Organi- 
zation accords. 

“Potential growth of Pakistan's exports depend 
on the ability of producers to improve the quality 
of their exports, improvement in productivity and 
restructuring of the domestic industry,” said 
the study. 

The study added that the local industry has 
made some headway in this direction, having 
invested $2 billion in the past four years to 
expand production capacity. = 
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Dow Jones Global Indexes Local Indexes Gees 
Index (Mar. 1) % chg YTD (Mar. 1) Mkt Unit Latest %chg YTD 
(Mar. 1) %chgYTD Australia 3,389.90 +2.54 Aluminium — Ldn $/tn 1,719.00 +717 
Australia 229.82 +5.38 Bangkok 705.25 -8.66 Cocoa NY $/tn 1,557.00 +2.77 
China 88 150.19 +10.65 Bombay 5,823.17 -0.27 Coffee NY c/lb 76.00 +17.01 
Hong Kong 246.32  +13.62 Colombo 1,223.32 +15.18 Copper NY c/ib 139.85 +33.76 
Indonesia 60.83  +10.60 Hong Kong 13,918.65  +10.68 Cotton NY c/lb 73.53 =. -2.05 
Japan (80.94 +4.18 Jakarta 759.01 +9.70 Gold Ldn $/oz 400.00 -4.13 
Malaysia 121.60 +11.95 Karachi 4,840.37 +8.25 Oil: Brent Ldn $/barrel 33.34 +10.51 
New Zealand 189.4 +4.67 Kuala Lumpur 882.07  +11.10 Palm Oil KL Ringgit/tn 1,977.00 +11.44 
Philippines +1.10 Manila 1,484.46 +2.92 Pulp OMLX $/tn 510.00 0.00 
Singapore +6.31 Seoul 883.42 +8.97 Rice Bnk $/tn 217.00 +7.43 
South Korea +12.88 Singapore 1,891.73 +7.21 Rubber KL Mc/kg 511.00 +8.15 
Taiwan 134.54  +18.74 Taipei 6,888.43  +16.94 Soyabeans Chg c/bushel 957.50 +20.59 
Thailand 74.03 -7.43 Tokyo 11,271.12 +5.57 Sugar NY c/lb 6.24 +10.05 
‘US. Total Market 272.03 +3.56 Wellington 2,236.57 -1.83 Tin KL $/tn 7,000.00 +5.90 
Euro Stoxx 50* 2,918.56 +5.72 DJIA 10,678.14 +2.14 Wheat Chg c/bushel 385.00 +2.12 
FTSE 4,537.00 +1.34 AIG - Dow Jones Commodity Index 148.70 +9.93 
Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. *Dow Jones Stoxx ™ Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 
% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Tokyo (6.59% on week) 
(Mar. 1) GDP CPI Current acct Trade balance  1-mth interbank | Prime rate Nikkei-225 index 
Australia 2.5 (Sept Qtr) +2.4 (Dec Qtr) -29.63 (Dec) -16.17 (Jan) 5.41 9.50 11,400 — hata ot 
China 9.9 (Q4 '03) +3.2 (Jan) +35.42 (2002)  +25.40 (Dec) 2.70 n.a. 11,300 Bas ARE 3 | 
EU 0.9 (Q4 '03) +1.8 (Dec) +50.45 (Q3 '03) -16.38 (Dec) 2.08 n.a. | | | 
Hong Kong 4.0 (Q3 '03) -1.5 (Jan) +18.43 (Sept) -8.65 (Jan) 0.10 5.00 13200 EE Tea ES 
India 8.9 (Q3 '03/'04) +4.4 (Jan) +1.07 (Sept) -14.99 (Dec) 6.00 10.63 | | 
Indonesia 4.1 (2003) +4.6 (Feb) +4.70 (2003) +27.72 (Jan) 7.68 7.48 
Japan 3.6 (Q4 '03) -0.1 (Jan) +136.11 (Dec) +94.79 (Jan) 0.07 1.38 
Malaysia 6.4 (Q4 '03) +1.0 (Jan) +11.87 (Sept) +42.27 (Dec) 3.00 6.00 
New Zealand 3.6 (Sept '03) +1.6 (Dec Qtr) -3.67 (Sept) -2.78 (Jan) 5.51 5.61 
Philippines 4.5 (Q4 '03) +3.4 (Jan) +3.43 (Sept) -1.83 (Dec) 6.44 9.44 
‘Singapore 4.9 (Q4'03) —+1.3 (Jan) +27.41 (Dec) +27.16 (Jan) 0.56 5.50 
South Korea 2.3 (Q3 '03) +3.3 (Feb) +14.57 (Dec) +19.69 (Feb) 3.77 4.00 
Taiwan 5.2 (Q4 '03) +0.01 (Jan) +28.71 (Dec) —-+ 17.74 (Jan) 0.97 0.75 
Thailand 6.5 (Q3 '03) +1.2 (Jan) +8.09 (Jan) +10.16 (Jan) 1.30 5.75 
‘US. 4.1 (Q4 '03) +1.9 (Jan) -547.41 (Sept) -488.79 (Dec) 1.10 4.00 Feb. aa 


Source: Government Statistics Source: MoneyLine Telerate 
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Key Currencies 


(Mar. 1) $1 worth Spot rate % chg YTD (Mar. 1) $1 worth Spot rate % chg YTD 
Australia dollar 1.2941 +2.57 Mongolia* tugrik 1,176.00 -4.25 
Bangladesh taka 58.85 -0.59 Nepal rupee 73.00 0.00 
Brunei dollar 1.6982 +0.42 New Zealand dollar 1.4495 +5.32 
Burma** kyat 855.00 +4.09 Pakistan rupee 57.23 -0.12 
Cambodia** riel 4,125.00 -6.59 Papua New G. kina 3.1701 +4.14 
China renminbi 8.2768 0.00 Philippines peso 56.25 -1.31 
European Union euro 0.8024 -1.10 Russia** rouble 28.533 +2.48 
Hong Kong dollar 7.7832 -0.25 Singapore dollar 1.7023 -0.28 
India rupee 45.2325 +0.80 South Korea won 1,176.00 +1.36 
Indonesia rupiah 8,452.00 -0.54 Sri Lanka rupee 98.05 -1.17 
Japan yen 108.97 -1.62 Taiwan NT dollar 33.309 +1.98 
Laos** kip 10,405.00 +0.29 Thailand baht 39.19 +0.97 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,754.00 -0.61 
Malaysia ringgit 3.80 0.00 

Other rates: HK$ = renminbi 1.063 S$ = ringgit 2.2311 SDR = $1.4847 *Official rate **Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 
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Love Is All Around 


Does your heart flutter when you hear the words ‘glorious motherland?” If 
not, you may be infected with lurrve 


LOVE IS ON MY MIND. The Chinese 
government has demanded that Hong 
Kong people pass some sort of love test to 
make sure they truly adore the glorious 
motherland. And the capitalist enclave’s 
administrators have told residents to love 
Hong Kong, too. Meanwhile, building 
managers in the city have erected signs 
telling tenants to “love their property.” 

Anything else we need to love, while 
we are at it? Our spouses? Our children? 
Our lamp-posts? 

The big debate in Hong Kong is how 
the love test will actually be administered. 
Perhaps officials will flash maps of China 
in front of citizens and measure whether 
their pupils lovingly dilate. I hope they 
have sensitive instruments. 

The Western concept of lurrve as an 
amazingly all-powerful, all-conquering 
emotional bond between one man and 
one woman (San Francisco excepted) has 
no relation whatsoever to the Asian idea 
of love. And that’s true whether you are 
talking of country love or love between 
two individuals. 

As an example, take the recent mar- 
riage of Jayalakshmi, 21, of Chennai, 
India. Just as the wedding started, groom 
Murugesan announced that he needed 
a motor scooter, and wished to have one 
as a dowry present. The bride refused. 
The groom announced that he then had 
to think seriously about his priorities. 
Said groom unemotionally concluded 
that his love for his scooter-to-be was 
greater than his love for his bride-to-be 
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and departed in search of a woman with 
a better appreciation of a man's deepest 
automotive needs. 

But that’s not the end of the story. Jaya- 
lakshmi decided that her love for the idea 
of having her own Indian wedding was 
greater than her love for any particular 
individual. So she decided to marry one 
of the guests instead. He was willing and 
the wedding went on as planned. 

Everyone ended up happy. (And one 
guest ended up taking a surprise home 
with him.) The perfect Asian love story. 

Parallel to this devastatingly practi- 
cal attitude to love, a company in Jilin 
province, China, has started a hire-a- 


spouse service. Single parents in 
Changchun city (most of whom are 
women) can hire a man to be “the miss- 
ing role model” for their children at week- 
ends. No lurrve necessary. The guy’s job 
is to turn up on Saturdays and do what 
Asian husbands normally do at weekends. 
By my understanding, this means they are 
being paid to drink arrack, belch and fall 
asleep in front of the television. I’m post- 
ing my job application this afternoon. 
Why should I do all this for nothing? 
Early reports say that there have been 
complaints. Apparently the guys they are 
using are single and have never been 
dads, so they don't know what an Asian 
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father’s actual role in child-raising is. I 
have news for them: Neither do most 
Asian fathers. 

I recall bumping into an uncle soon 
after the birth of my second child. He 
glared at my infants and said, disap- 
provingly, “In my day, a father had noth- 
ing to do with his children until they were 
five, at which point they were formally 
introduced to him.” 

These days things are very different. 
Asian children have no interest in their 
fathers until they reach the age at which 
they want their own mobile phones (in 
Hong Kong, it’s eight). 

In Asia, love not only starts with prac- 
tical considerations, but ends with them. 


In Japan, you can pay for the services of 


a wakaresaseya—a professional breaker- 
upper. Is your spouse/boyfriend/girl- 
friend madly in love with someone at 
work? Pay a small fee (well, often quite a 
large fee) to the wakarasaseya and he will 
use a variety of methods to break up the 
happy couple. Sometimes professional 
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DEEPLY MOVING: For people who read Chinese, this is one of the oddest signs in 
Asia. It is in the middle of Taipei, a long distance inland, yet it commemorates people 
who died of the bends—an ailment that can kill divers. Yet it’s not a misprint, | learn 
from reader Kev Lax, who sent in the photo. Tunnel workers dug deep, used a 
pressurized-air system incorrectly and really were hit by the divers’ disease. 


breaker-uppers even boast that they can 
make the Other Woman or Other Man 
pay back cash spent on them. 

It’s a useful service to have, and, | 
think, one that is uniquely Asian. But 
having said that, I must mention an inter- 








Emirates to over 70 destinations worldwide. 


bring back more than just a stamp in your passport. — 


*p discovering. 


Moscow 


ul 





Larnaca 


ut 
Jamascus “= 
hy 


F 
DUBAI 


Colom 


Male 



















el), 
Emirates 


Over 70 destinations worldwide 








esting case recently from Osaka. A 
breaker-upper was hired by a wife to stop 
an affair between her company-president 
husband and one of his staff. The oper- 
atives promised to not only part the pair 
but make the woman “kowtow for mercy 
and pay some money back.” 

But after four months of attempt- 
ing to split the twosome as energetically 
as they could, the breaker-uppers went 
back to the wife and admitted defeat. 
There was some curious bond between 
the two that could not be broken by any 
threats, enticement, financial induce- 
ments or anything else. 

It was a strange and bizarre phe- 
nomenon they had never encountered 
before. Yes. It was that strange West- 
ern concept referred to as lurrve. It is 
infecting Asia. 

One of the most curious examples of 
an Asian outpouring of love occurred in 
Tamil Nadu recently. Adoring fans threw 
flowers at a female Indian cabinet min- 
ister. Unfortunately they forgot to take the 
flowers out of the flowerpots. Several 
landed on Chief Minister J. Jayalalitha, 
causing several injuries. She later 
appealed to fans to desist from hurling 
heavy items of botany her way and send 
money to her party instead. 

But still, the concept of love being ex- 
pressed by flowerpots shooting through 
the air is an interesting one. In Hong 
Kong, which has become known for its 
mass protests against its leaders, that’s 
an example of love people could really 
identify with. = 
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INREVIEW SPECIAL 


Peace to the Max 


After fire laid waste to her neighbourhood, Maxine Hong Kingston surveyed what looked 
like a war zone and thought ‘God is showing us Iraq. It is wrong to kill, and refuse to look at 
what we’ve done.’ Her new book lays out a template for living in peace 





By Dale Eastman/SAN FRANCISCO 


LIFE’S WORK: 

“I think | probably 
started this book 
when | was a child,” 
says Maxine Hong 
Kingston of The 
Fifth Book of Peace 
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MEET THE WRITERS 

With its focus on writers with Asia connections, 
the Man Hong Kong international Literary Festi- 
val has carved out a unique niche in the world of 
books and writing. in this special section, we 
meet some of the authors who will be attending 
this year’s event, which runs from March 8-14. 
Full details of festival events can be found at 
www. festival.org.hk 


ON OTHER PAGES 

Le Thi Diem Thuy and the refugee experience 
lan Johnson's of change from China 

A Dictionary of Maqiao by Han Shaogong 
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IT TAKES A LONG TIME to recover from dev- 
astation. I’m not surprised, then, to hear the whiny 
snarl of electric saws—evidence that after 12 years, 
a half-dozen houses are still being rebuilt on this 
hillside across the bay from San Francisco—as I 
make my way to where writer Maxine Hong 
Kingston lives. In the wake of a horrible fire 


Kingston ran up this same hill in October 1991, [The Fifth Book “the other Chinese girls did not talk, either, I knew 
hoping to find her house intact when she reached “dl Pea Iby the silence had to do with being a Chinese girl.” 
axine Hong 


the top, but there was almost nothing left. The 
blaze, which killed 25 people and levelled hundreds 
of homes, destroyed a 156-page manuscript she 
had been working on for two years. It was to have 
been her book of peace, patterned on a series of 
mysterious Chinese books of peace that no one, 
not even Kingston, was sure existed. 

Kingston's new book, The Fifth Book of Peace, 
is a chronicle of her efforts to regain some level of 
psychic comfort after that fire, and to set out a tem- 
plate for living in peace. Part memoir, part fiction, 


“I had this desire to use my words 
and a book to make this 
a better world” 


Maxine Hone KINGSTON 


part writing-workshop diary, the sometimes stark, 
practical tone of the book may surprise readers 
familiar with the transportive storytelling that 
fuelled her earlier works, Woman Warrior and 
China Men, which were some of the first mem- 
oirs to emotionally and psychologically chronicle 
the Asian diaspora. In the broadest sense, The Fifth 
Book of Peace is a ghost story—“ghost” being a term 
Kingston uses to refer to everything from foreign- 
ers.and people we don't know to the more famil- 
‘dat people, history and personal psychology that 
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| MAXINE HONG KINGSTON 
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Kingston. Knopf. $26 





haunt all of our lives. Kingston’s father died just before the 1991 
fire, and her mother died during the creation of the book, and their _ 
impact on her work is apparent. But the real ghost that haunts 
Kingston in The Fifth Book of Peace is the ghost of war. a 

“I think I probably started this book when I was a child,” 
Kingston says at the top of the hill, where she and her husband, 
Earll, have rebuilt their home. As her tiny frame moves through _ 
the house, Kingston seems to exude her own spectral aura, her — 
long silver hair lashed back off her shoulders like a fragile skein 
of smoke. “I was born into World War II and I’d heard my mother's — 
stories. ĮI was aware of the war and as a child I tried to figure out 
what to do about it. I wished on first stars and on birthday candles _ 
and it was always for peace. When I think back, | realize wish 
are made with words and so these wishes were the beginnin 
of writing this book.” 

The words those wishes were built on, whic 
would later inform Kingston's creative voice, did 
not come easily. Born into a family of six children 
in semi-rural Stockton, California, Kingston barel 
spoke during her first years of school, where, unlike- 
at home, English was required. “My silence was thick- 
est—total—during the three years that I covered 
| my school paintings with black paint,” she writes in 
_ Woman Warrior, though she concedes that because 











































































H 
| 
i 
Í 
i 
i 
i 
i 
l 
| 
i 


i 


When she eventually spoke, she remembers 
sounding like “a crippled animal running on bro- 
ken legs.” Later, she achieved what she considered the 
“proper American/feminine voice,” something close to a gentle 
whisper, which was so different from the “strong, bossy” voices. 
of most Chinese women. After graduating from the University 
of California at Berkeley in 1962, longing to write, but agai 
unable to find the words, she turned to art. “Being an English 
major you have to do criticism, and it was frustrating because it 
was so different than writing a story. I found that after graduat- 
ing from college, I couldn't write because the critical form was so 
different from using my imagination. So I painted for a few years, 
which got me away from my rational mind.” 

In the years leading up to October 1991, unable to find the Chi- 
nese books of peace she'd been searching for, Kingston was writ- 
ing her own version. When her manuscript was destroyed in the 
fire, she was devastated, but told herself that since books were just 
words, and words started with ideas, she would be able to start 
again. “I stood alive in the fire,” she writes, “and felt ideas pour 
into me.” As she stood in the fire, she also realized that her neigh: 
bourhood looked like a war zone. Suddenly, she had a horrifying 
thought: “I know why this fire. God is showing us Iraq. Itis wrong 
to kill, and refuse to look at what we’ve done.” Later, as she hesi- 
tantly began to write again, her lost manuscript much on her mind, 
she saw what she must do: Create a story that was dramatic with- 
out being violent, something that didn't leave destruction in its 
wake. “I had this desire to use my words and a book to make 
this a better world,” she says. “So I tried to find peace language 
and tried to write in rhythms of peace and harmony.” : 

It's an idea reminiscent of a decision early in her writing to 
create a new literary form to shield her illegal-immigrant par: P 
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ents. She used a fluid pastiche of real events told 
and sometimes retold in different ways to disguise 
the truth, or interlaced with myth and dreams and 
details of uncertain veracity. But the results are 
- quite different in The Fifth Book of Peace. 

The first chapter is a riveting narrative of 
Kingston's attempts to save her manuscript, and 
chapter two does a serviceable job explaining the 
origins of the lost books of peace. But the remain- 
der of the book has a sometimes self-indulgent, 
unprocessed quality, Chapter three, Kingston's 
‘rewritten book of peace, is the story of the Ah Sing 
family (from her novel Tripmaster Monkey), living 
in Hawaii during the Vietnam War, trying to create 
alife built around community and rituals of peace. 
‘But the story introduces us to so many characters 
in sucha short space that no one comes alive. The 
_ dialogue is wooden at times, sounding like mono- 
logues one might hear at a peace rally rather than 
authentic conversation. In the final chapter, 
Kingston describes a series of writers’ workshops 
she conducts for Vietnam veterans, but with so 
much information and no strong narrative, this sec- 
tion too often reads like a succession of journal 
entries she must have made over the years. 
Kingston—a peace activist who regrets losing 
track of the AWOL soldiers she housed during the 
Vietnam War—says that writing this section of the 
book “was like finishing the business I should have 
done after the war. It was my way of feeling less 
-guilty for not helping individuals in the past.” 
While guilt is a dangerous starting place for good 
‘writing, her motive seems to be a legitimate one: 
Many books are fuelled by a writer’s desire to re- 
imagine and rewrite the messy chaos of life so it 
“has some coherent structure, maybe even a dif- 
-ferent ending. But what happens when a writer's 
desire begins to feel like an agenda? 

In another section of the book, Wittman Ah 
Sing promises his son that “when you grow up, 
-there will be no war. You will not have to be a sol- 
dier.” It is a terrifically idealistic statement, one 
of several well-intentioned, false notes in the book, 
and recalls the girl, decades ago, who desperately 
“wanted to do something about peace. Where did 
“the line come from? “I always wished I’d had an 
adult that had said to me, ‘When you grow up, 
everything will be all right.’ As writers we make up 

people to say the things we want to hear.” = 





































































Dale Eastman is former editor-in-chief of 
San Francisco Magazine 


“An Evening With Maxine Hong Kingston” is at the 
Hong Kong Foreign Correspondents’ Club on March 9 
as part of the Man Hong Kong International Literary 
Festival. The author will also attend some other 
events. Details at www.festival.org.hk 
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INTERVIEW: LE Tur Diem ToHuy 


Fragments 


Of Memory 


A Vietnamese refugee explores the sometimes 


strange nature of memory in a novel that offers ¢ 
fresh take on the aftermath of the Vietnam Wa 





California. The story centres on a girl and her parents, 
struggle to build a life for themselves ina foreign coun 
while grieving over the death of the son who never mad 
out of Vietnam. In this interview, the author talks to Dana 
Sachs about her reasons for writing the book and the re 
tionship between writing and performance art. 










WHY DID YOU WRITE THIS BOOK? 
I wanted to write a story that looked at the aftermath. of the 
American-Vietnam War through the lives of Vietnamese in 
America. I came to the United States as a refugee and grew 
up in the country that had lost the war. The U.S. has a strong 
obsession with what happened in Vietnam. I wanted to cre 
ate a story that looked at the presence of the war but very 
differently from the way it’s usually looked at here. 







GIVEN YOUR OWN PERSONAL EXPERIENCE, WHY DID YOU 
CHOOSE TO WRITE FICTION INSTEAD OF NONFICTION? Q 
The book is concerned with memories, but they're not nec- 
essarily my own memories. | didn’t want to write a book that 
said, “This matters because it happened to me.” I wanted to 
write a book that said, “This matters because it happens in the 
world.” There were certain places that I had travelled through, 
like the Vietnamese fishing village that I came from, and Linda 
Vista in California, where I grew up, and certain cultural 
confusions around being in a new country and also speaking 
a new language. I dort explore those areas, though, through 
specific memories from my own life. I’m more interested in 
creating a world on the page that is true to the characters. ` 









THE FATHER IN THE BOOK IS A VERY MOVING AND COMPLEX 
CHARACTER. CAN YOU TALK ABOUT HOW HE EVOLVED? 

The father is in many ways the primary character in the story. 
He tries to keep the family going, you know, from house to 
house, from job to job. He's not very good at it, but he still has 
a certain amount of charisma and charm, as well as a palpa- 
ble violence to his character. So, the challenge was to create 
a character who is very present and yet is slowly vanishing. 
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He has a quality that I think is common in a lot of Vietnamese 
and Asian men I’ve known, which is this quality of reserve. 
Sometimes it just doesn’t translate in a Western context. 
The Asian man comes across as silent or mute. Just because 
someone is not speaking doesn't mean they're not thinking, 
or that they're not there. 


WHY DID YOU DECIDE TO WRITE THE NOVEL EPISODICALLY? 
Because I wanted the story to breathe. I wanted ruptures. I 
wanted disturbances and pauses. The book is, in part, about 
traumatic memory, whether that is the memory of the death 
of the brother, or the memory of the loss of the homeland, 
or the memory of who the parents were before they emigrated, 
or the memory of having had a home very different from 
this home. Memory, by its nature, is very fragmented. And yet 
there’s something that is consistently insistent about it. In the 
book, the memory of the brother and the circumstances of his 
death are slowly revealed in the course of the narrative. The 
book starts off with the narrative voice of the girl when she’s 
six. And it keeps building until she’s 26. As children grow, 
they develop an awareness of their parents as people. She 
reaches a certain point where she needs to look into her 
parents’ past in order to see more clearly why they have buried 
the memory of her brother. 
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We Are All 
~~ Looking For 
zome 





lè thi diem thay 


[ The Gangster We 
Are All Looking For ] 
by Le Thi Diem Thuy. 
Knopf. $18 


DOES YOUR PERFORMANCE ART INFLUENCE YOUR WRITING? 
Definitely. I’m very interested in negative space, in silences, 
whether on the page or on the stage. I’m interested in the 
point where language vanishes, where you're creating an 
image or a sense of rising emotion. It’s almost as if the words 
become a window that the reader can see through. There’s a 
ghostliness in both writing and performance, in the sense 
of trying to get at something more than what we can say. After 
the performance, you feel the presence of that hour. After the 
book, you remember the characters’ memories as if they were 
your own. I’m going after something similar in both forms, 
but, while a performance is public, a book is very solitary. A 
page is a very quiet thing. 


THAT'S AN INTERESTING DESCRIPTION OF THE PAGE. 

I think the blank page is like the horizon, actually. It can 
take anything. When I teach writing, I always tell my students 
that the page can take anything you can give it, and in the end 
it will demand everything you can give it, and more. = 


Dana Sachs is the author of The House on Dream Street: 
Memoir of an American Woman in Vietnam 


LE THI DIEM THUY will attend “Vietnam Behind the Lines” 
on March 12 at The Helena May in Hong Kong, and other literary 
festival events. Details at www.festival.org.hk 
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In his forthcoming book, Wild Grass: Three Stories of Change 
in Modern China, Ian Johnson, The Wall Street Journal’s 
Pulitzer Prize-winning China correspondent, tells the stories of 
three people who symbolize the growing pressure for change at 
the grass-roots level in China. One of them is jailed lawyer Ma 
Wenlin, who represented thousands of peasants in a class-action 
lawsuit against excessive taxation. The suit was rejected by the 
courts, but it was part of a larger trend in China: the develop- 
ment of a rudimentary legal system and the willingness of ordinary 
Chinese to use it to fight for justice. In the following excerpt, we 
meet Ma’s wife: 


CAO PINGFEN was a stout woman of 56 with short hair 
parted on one side. She smiled broadly. “Thanks for coming 
over,” she said, ushering me into their living room. 

I sat down on a giant black leather sofa and she in a match- 
ing easy chair. Mrs. Cao pushed a pack of cigarettes across the 
huge, glass coffee table that separated us. 

“Have a smoke,” Mrs. Cao said, her eyes downcast as 
she made the perfunctory offer. 

The pack of Yan'an brand cigarettes was unopened. She 
didn't smoke and had bought them to offer the people whom 
she met on her husband’s business—judges, lawyers, jour- 
nalists and any others she though worth cultivating with small 
gifts. I smiled in thanks but didn't pick up the pack. 

“Let me get some tea,” she said. I had been travelling 
all day and was exhausted. I thought of the thin green tea 
leaves slowly sinking in a mug of boiling water, releasing 
their steady stream of caffeine. I nodded my head and she 
got up to put the water on. 
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I looked around while she busied herself in the kitchen. 
The apartment was probably twenty years old, a shabby con- 
crete structure with low ceilings and small windows. Mr. Ma 
and his family had invested a bit of money to fix up the 
inside, a sign that for all the region's problems living stan- 
dards had risen. The floor had once been concrete but now 
was covered with big white tiles. The walls had light- 
coloured, plywood panelling that ran up from the floor to 
waist level. Beige wallpaper covered the rest. The furnish- 
ings were black and massive. Up against one wall was a var- 
nished pressboard entertainment centre that held an enor- 
mous Panda-brand colour television. The windows were 
guarded by steel burglar bars—the apartment was on the 
second floor and crime was a concern. Before sitting back 
down on the sofa I studied a giant 
poster. It was an enormous flower gar- 
den, probably computer-generated but 
meant to look like the orderly French 
gardens of Versailles. The poster was 
ubiquitous, hanging in countless restau- 
rants and homes around the country. 

Mrs. Cao returned and quietly put 
down two paper cups filled with hot water 
and a few wispy green tea leaves. We sat 
[Wild Grass: Three down across from each other and I waited 
Stories of Change for her to finish drinking from her cup. 
in Modern China] Mrs. Cao held the cup gingerly and took 
by lan Johnson. . 

Panien Bocice a sip. Her face was square and pudgy, 
with almost no eyelashes and the faintest 


(to be published on 
March 23). $24 of eyebrows. She was dressed plainly in 
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a plaid shirt tucked into blue cotton trousers. 

“Teacher Ma,” she said, using his old job title, “was 
arrested in Beijing on June 7, 1999, and put on trial on 
November 8 of that year. He was sentenced to five years 
in jail.” 

“And you appealed that?” I said. 

“Yes, Teacher Ma’s lawyer was excellent and he filed a 
rebuttal to the intermediate court two days later,” she 
said, continuing on with a legal summary of his trial and 
imprisonment. 

I thought it odd that she referred to him so distantly, 
by a title he hadn't used in years. But as she continued, I 
could see that she knew his case inside out and had an 
astounding command of legal vocabulary. She must have 
spent countless hours reading court documents and even 
more time recounting Mr. Ma’s plight to people who might 
be of help. Slowly I realized why she referred to him as 
“Teacher Ma.” She’d dedicated her life to securing his 
release. The title was a way of keeping his imprisonment 
factual and abstract, as though it were a stranger’s fate. I 
interrupted her. 

“How long have you been married?” I said. 

“Thirty years.” 

“How did you meet?” 

“We've known each other since childhood. We grew up 


in the same village up north.” 

Up north. The county where the peasants lived was north 
of here. They came from there? 

“In Zizhou county?” I asked. 

She nodded. 

“Of course. Our families were peasants. We went to ele- 
mentary school together and junior high. We got married in 
1962, when he was still in college. We've known each other 
all our lives.” 

Mrs. Cao's voice trailed off and she looked down hard. I 
followed her glance downward and stared at the floor, allow- 
ing her to compose herself. 

I noticed her shoes. She wore the kind of women’s cotton 
shoes that few wear anymore. They were black, with brown 
plastic soles and a single black strap that goes over the top of 
the foot, fastening with a snap. Sometimes the shoes have 
flowered embroidery but hers were plain. I hadn't seen a 
woman wear such shoes since I had first been in China in 
the 1980s. They were so old-fashioned they were almost 
ridiculous. But a different word came to mind, a Chinese 
word: laoshi. It means honest, truthful and good. = 


UNI 


Correspondents’ Club in Hong Kong on March 11, and other 
literary festival events. Details at www.festival.org.hk 
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CHINESE WRITING 


Word Power 


A novelist uses a fictional dictionary to explore 
the Cultural Revolution, writes Sabine Eckle 


CHINA’s CULTURAL REVOLUTION—when Mao 
Zedong ordered a generation of young Chinese into vio- 
lence and chaos—is one of the least understood mass move- 
ments of the 2oth century. Not surprising, a body of literature 
has sprung up to reflect on the nature of those events; few 
such works have done so in as captivating a way as Han Shao- 
gong’s A Dictionary of Magiao, now available in a flawless Eng- 
lish translation by Julia Lovell. 

The dictionary’s “author” is a young man from the city 
sent down to the countryside—like eight million other young 
Chinese, including Han Shaogong himself—to learn from 
the peasants. He begins compiling the dictionary in response 
to the culture shock he faces as an outsider in a tightly knit 
rural community, where even the most familiar terms have 
taken on a whole new meaning. 

In what Han calls a “catalogue of sideways glances,” each 
entry attempts to explain the local use and meaning of every- 
thing in Maqiao, from nouns to idioms, from plants to peo- 
ple. The novel has no plot in the traditional sense. Instead, 
the entries come together like pieces in a mosaic, from which 
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the daily lives of Maqiac’s inhabitants gradually come into focus. 
Despite its structure, the novel brings to life fantastical char- 
acters and scenery that seem almost real enough to touch. 

There is Wanyu, Maqiao’s singing star with a reputation 
for having a special way with ladies. It is not until he dies that 
it is discovered that he lacks the male “dragon,” and is a 
eunuch. Then there’s Yanzao, who is assigned to spread 
pesticides in the fields because he possesses almost super- 
human strength. It isn’t long before he absorbs such a quan- 
tity of toxins that insects die upon contact with him, but no 
one in the village is surprised. His mother had a reputation 
for being a “poisoner” as well. 

The novel is much more than a “city 
boy in the country” narrative. Its main 
character is not a person, but language 
itself. Above all, A Dictionary of Maqiao 
is an exploration of how language can 
influence thought. In Mao's China, every 
aspect of daily life was political and there 
was only one political vocabulary, but this 
influence never amounted to complete 
control. Maqiao is a place where “they 
didn't live by the dictionaries in general [A Dictionary of 

i f z Magiao ] by Han 
circulation.” The peasants may accept Shaogong. Columbia 
Mao's message, but only insofar as it University Press. 
accords with their own interests. Nor $27.95 
do they surrender their belief in ghosts, 
magic potions and Confucian family values. But parallel to 
this magical world is the hard rural reality of hunger, filth and 
drudgery, illustrated deftly when Han discusses the “poverty 
of vocabulary for taste sensations”: 

I can't joke about this, because I know what starvation tastes 
like. There was one time when, having groped my way back to 
the village in the darkness, I didn’t bother to wash my hands or 
face (I was covered in mud from head to toe), didn’t bother slap- 
ping at the mosquitoes (which were swarming densely around me), 
I just gulped down five bowls of rice (each one holding half a pound 
of rice). After gulping it all down, I still couldn't say what I'd 
just eaten, what it tasted of. 

In contrast to the shrill, bitter tales of suffering that char- 
acterize many other novels about the Cultural Revolution, 
Har's view of the era is nuanced. He admits the frailty of mem- 
ory, which requires him, in conveying his version of the Cul- 
tural Revolution, to rely on fiction. Rather than attempting to 
present his version as definitive and all-encompassing, he asks, 
“Is there perhaps more than one version of history?” It is for 
this reason, among others, that in 1998 Han was presented 
with the prestigious Shanghai Literary Prize, and A Dictionary 
of Magiao was named by the Hong Kong-based news maga- 
zine Yazhou Zhoukan as one of the top 100 works of 2o0th-cen- 
tury Chinese fiction the following year. = 





Sabine Eckle is a former BBC journalist in Beijing and is currently 
studying at the London School of Economics 


HAN SHAOGONG will attend “In The Mother Tongue” on 


March 13 and “China from A-Z” on March 14, both at The Fringe 
Club in Hong Kong. Details at www.festival.org.hk 
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THE CHINA MYSTERY REVEALED 


Did Marco Polo Really Make The Journey To China? 


With Marco Polo's chronicle The Descrir 


ption of The World as a travel guide, 


National Geographic photographer Michael Yamashita retraces 


the footsteps of the great explorer to find the answer. 


An Exclusive 3-Part Special 
SUNDAYS 7,14,21 MARCH 
8PM raan, 9PM winery: 


Also visit the ‘Marco Polo:The China Mystery Revealed’ Photo Exhibition 
in Taipei at the Taipei 101 Mail (20 February = 14 March). 


NATIONAL : 9 2 n Ne ; PRESENTED BY 
GEOGRAPHIC Benin 
CHANNEL |% (CATHAY PACIFIC 


www.ngcasia.com 





CEO CALL 


ARTHUR J. MIRANTE Il, Cushman & Wakefield 





Finding Value in Asia 
As companies go global, real-estate services, like so many other client-related businesses, 
have to follow suit. But in the process they often discover local opportunities for growth 


WHEN ARTHUR J. MIRANTE II became chief 
executive of real-estate giant Cushman & Wakefield 
in 1984, the company was firmly focused on its 
home market and had no plans to expand outside 
the United States. Fast-forward 20 years: Mirante 
is sitting in Mumbai for a regional board meeting 
to rally his Indian staff and discuss ways to pump 
up international sales to 50% of his company’s rev- 
enue in the next three years. Today, privately held 
Cushman & Wakefield has annual revenues of over 
$800 million and offices in 49 countries. 

In many ways, Cushman & Wake- 
field’s journey mirrors those of its multi- 
national clients. As those com- 
panies sought more 
opportunities in the global 
market place, the demand 
for real-estate help in new 
locations followed. 

For two years in the early 
1990s, the company’s board 
had “a very serious debate over 
whether to focus on the U.S.” 
or go global, says Mirante, now 
6o. The eventual decision to 
expand overseas was as much a defensive strat- 
egy as an offensive one, he says. If clients set up 
offices outside the U.S. in countries where Cush- 
man didn't have a presence, they’d have to rely 
on the firm's rivals. “Then they’d have a rela- 
tionship with a competitor—and what a risk 
that would be,” he says. 

Mirante started the global journey by setting 
up an alliance with Healey & Baker, a real-estate 
firm in Britain. But there were frictions due to 
differences in how the real-estate field operates 
in each country. “They thought we were unedu- 
cated, undisciplined cowboys,” says Mirante. “And 
we thought they had no sense of urgency.” 

From there, Cushman, which offers a variety 
of brokerage, advisory and project-management 
services, formed partnerships in Mexico and South 
America. Its Asian adventure began in Hong Kong 
in 1994 with a joint venture that initially included 
Cushman & Wakefield, Healey & Baker, Grosvenor 
Estates and some individual investors. But, some- 
what unusually for a multinational, its next stop 
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—and first success story—was India. “India 
has helped us, frankly, fund and expand 
elsewhere in Asia,” says Mirante. 

In the mid-1990s, Cushman explored a 

deal to buy the Asia business of Colliers 
Jardine, including its Indian operations. 
The deal fell through, but Mirante’s 
firm came back in 1997 and bought 
just the Indian arm, then headed 
by an Australian who today runs 
Cushmar’s Asian operations. “We 
focused on the talent here. When we 
saw it was available, we reached for 
it,” says Mirante. 

When Mirante first came to 
India five years ago, however, he 
was taken aback by the chaos that 
prevailed in New Delhi, from the 
anarchic traffic to the ramshackle 

street stalls. “I thought, ‘this mar- 
ket has a long way to go’,” he remem- 
bers with a laugh. “I always felt, ‘Gee, 
what great potential, but I wonder if the 
country will ever take off’.” 

Now, Mirante says, India is quite possibly 
the most active real-estate market in the world 
in terms of demand from tenants for space. In 

Bangalore, for example, companies leased 
QI 405,000 square metres of space last year, and 
< Cushman expects a similar amount of fresh 
leases there this year. There’s very little 

vacant office space in the city, he says, and 

ifa company needs a large facility there, 
it'll have to build it. Mirante’s company 
earlier acted as project manager for the 

John F. Welch Technology Centre, a hi- 
tech campus in Bangalore that is Gen- 

eral Electric’s first research-and-develop- 
ment operation outside the U.S. 

Cushmar's network of offices now includes 
China, Japan, Australia, Thailand and Singapore. So 
far it’s avoided Malaysia and the Philippines. Meanwhile, various 
problems plagued its foray into the Middle East and it closed its 
offices there. Mirante, who's on the road about 50% of the time, 
says he has absolutely no regrets about taking the company global. 
“It drained a lot of resources and takes a lot of work,” he says. But, 
“we're happy to be here.” JOANNA SLATER 
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MALAYSIAS ABDULLAH 

The adulation for Malaysia’s new prime 
minister, Abdullah Ahmad Badawi, 
hitherto confined to the local establish- 
ment media, has now spilled beyond the 
country [Abdullah Gains in Corrup- 
tion Fight, Mar. 4]. But as regards the 
corruption charges against several high- 
profile individuals, which you reported, 
many Malaysians will remain sceptical 
until events prove that these are just the 
beginning and not the end. 

You also cite an unnamed official 
close to Abdullah threatening to selec- 
tively prosecute corrupt “warlords” of 
the United Malays National Organiza- 
tion, to persuade them to toe the line in 
the upcoming polls. This is a reminder 
that though the style and maybe the 
substance may have changed, the 
underlying mindset has not. 


M. BAKRI MUSA 
Morgan Hill, California 


In Behind the Politics, A Pressing 
Deficit [Mar. 4], you seem to suggest that 
Abdullah was unaware of the “sea of red 
ink” during Mahathir Mohamad’s time, 
and only discovered this when he took 
over as finance minister. Yet it canit be a 
surprise that an expansionary fiscal pol- 
icy would lead to deficits. 

That said, Abdullah's quiet, nice- 
guy image is good after so many years 
of Mahathir. He can afford the luxury 
of not being considered a visionary 
leader, since he is after all only man- 
aging the vision set out by Mahathir. 


SATHIA VARQA 
Aberdeen, Scotland 


BEING CHINESE 

Your article, The Strait Grows Wider 
[Mar. 4], was extremely interesting. It 
reminds me of the history of German- 
speaking peoples. 

Since the split-up of the Carolingian 
Empire in 848, Germans lived only 
once under the umbrella of one state, 
and that was from the Holy Roman 
Empire up to the Thirty Years’ War. 
Since then, some speakers of Lower 
German split off in the Low Lands, as 
did Alemannic speakers called Swiss. 
Later Liechtenstein, Luxembourg and 
Austria formed their own states, and 
even other Upper German speakers in 


Alsace were finally absorbed into France 
after World War I]. There are today 
about roo million ethnic Germans in 
10 different states from Italy to Poland. 
Only 80 million live in the Federal 
Republic of Germany. 

Yet no one in his right mind would 
today call for all Germans to live in one 
state, and the fact that there is a country 
called “Germany” does not automati- 
cally imply one is German only by def- 
inition of formal citizenship. So why 
shouldn't Taiwanese consider them- 
selves “Taiwanese,” even if they are Chi- 
nese by origin and linguistic terms? And 
why should they not live in a separate 
entity, maybe not even called the Repub- 
lic of China? China has a lot to learn. 


ALEXANDER ROEHREKE 
Munich 


Both Lee Teng-hui’s and Chen Shui- 
bians ancestors, as well as those of the 
majority of people in Taiwan, came from 
Fujian province. They live and work 
on an island that long has been a part of 
China. They are not like Chinese in Sin- 
gapore, for instance, who live and work 
on an island that has never been a part 


of Chinese territory. 
PAISAL SURIYAWONGPAISAL 
Bangkok 

CORRECTIONS 


In Friends Reunited [Mar. 11], we incor- 
rectly stated that Singapore’s Temasek 
Holdings had bought a bank in Thailand. 
Actually, it is Temasek’s unit, DBS Bank, 
which has a 51.7% stake in Thai Danu 
Bank. Also, we should have said that it is 
the Malaysian national, Charles Ong, 
and not Richard Ong, who is in charge of 
global investment strategy at Temasek. 


In Macau Sets Its Sights on the High 
Table [Mar. 11], we should have said that 
revenue from the entire legal gambling 
market in the United States, including 
casinos, lotteries, horse racing and legal 
sports betting, was $68.7 billion in 2002. 
We incorrectly reported that this total was 
derived from casinos only. 
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‘The ‘Traitors’ Are Right 


Hong Kong’s people won’t let China turn their Basic Law into a farce 


_ THE BITTER attacks by Beijing against Hong Kong's democrats 
__ just won't go away. What's behind them? Try fear. On September 
12, Hong Kong will vote for Legislative Council members. But 
_ before that happens, two key milestones will pass. On June 4, 
it will be 15 years since the Tiananmen Square Massacre. Soon 

after, Hong Kong residents will mark one year since the massive 
“demonstration that saw half a million people protest against 
an attempt to impose laws that would severely restrict their 
_ liberties. Both anniversaries are likely to galvanize support for 
democrats in September. (See related article on page 34.) 

This much all can agree on. What Beijing chooses to make 
of it is another question. The common belief is that Beijing’s 
endgame is to scare voters, pre-emptively warning them that a 
vote for Hong Kong’s (“unpatriotic”) democrats risks cracking the 
fragile unity between the territory and the centre, which would 
adversely affect the city’s prosperity. But surely the lesson from 
__ previous Taiwan elections has been that threats and rants are 
counter-productive—indeed, apart from reacting to President 

-Chen Shui-bian’s referendum proposal, Beijing this year has resis- 
_ ted trying to scare voters away from the Taiwanese incumbent. 
While Beijing can be ham-fisted, at the highest level the 


-regime's leadership is canny—after all, China’s communists 


managed to outlive the Soviet empire by craftily tempering 


_ authoritarianism with economic incentives. Beijing already will 


have figured out that the September elections will go the way of 
pro-democracy parties. Certainly, the sense from the street is of 
sympathy for their politicians. Rather than try to stop something 
that can't be halted, Beijing seeks instead to put an end to the next 
step: expectations that Hong Kong's highest leader will be directly 
elected in 2007 and its legislature fully voted on by residents in 
2008. Chief Executive Tung Chee-hwa already has joined this 
campaign by saying: “Hong Kong’s constitutional development 
cannot reach the sky in a single step. It must be gradual.” 

All this may be why lawmaker Martin Lee was so ferociously 
attacked as a “traitor” for testifying in Washington last week. 
In an American presidential election year, the appearance in 
Washington of a key Hong Kong pro-democracy politician 
was bound to attract attention. So Mr. Lee was courted by 
Colin Powell, Condoleezza Rice, Richard Armitage and others, 
bringing the Hong Kong-Beijing stress point fully to the 
attention of the highest level of the Bush administration— 
otherwise focused on Iraq, Iran and North Korea. As a result, 
there will likely be more public activism soon from the United 
States against China’s ploy in Hong Kong. 

Beijing should think again about its machinations against full 
democracy. A Hong Kong that styles itself as an “international 
city” also has an international constituency for which the city’s 
freedom is crucial and worth protecting against Beijing. 


Egad, Egat! A Thai union delays a power-company privatization plan 


“THEY HAVE TO STOP [the] priva- 
tization. If they just postpone it now, it 
could still happen next month, or next 
week.” That bit of candour came from 
Sirichai Maingam, head of the labour 
union at the Electricity Generating Author- 
> ity of Thailand. The state-owned utility had 
been planning a late-April initial public 
offering, in a partial privatization that 
would see shares traded from May 12. But 
as Mr. Sirichai noted, all this is now 
delayed. (See related article on page 21.) 
Prime Minister Thaksin Shinawatra 
doesn't often back down. But this is one 


of those times we'd have preferred it if 


he'd stayed the course. Sure, the Egat 
< plans already were running late when 
the government missed a March 1 dead- 
© line to corporatize the utility, a step 
towards the IPO that was hoped would 


raise 70 billion baht ($1.8 billion). 

But surely a government that prides 
itself on its can-do attitude could have sped 
along the process? Mr. Thaksin pleads 
over-optimism about the IPO deadline, but 
many will credit the delay to Mr. Sirichai’s 
union, which has staged daily protests 
since February 23. Mr. Thaksin should 
have taken the protests head-on. 

The union says it is concerned that 
privatization will lead to higher power 
rates. Yet it isn't as though higher rates 
will mean fewer buyers for electricity, in 
turn hurting utility jobs. Leaving the lights 
on isnt like discretionary spending on lux- 
ury goods. And moreover, a new regula- 
tory body will be charged with overseeing 
prices. Then, there’s the union's attempt 
to raise the bogeyman of foreign control, 
which flies in the face of the bracing effect 


foreign investment has had on the Thai 
economy. And besides, the government 
would still hold at least 75% of a listed 
Egat. All these are nonissues. 

We suspect what really worries the 
union is something far from enlightened 
altruism, and concerns pure self-interest. 
A listed company will need to pay more 
attention to profitability and therefore must 
squeeze out increased efficiency. What's 
got the union nervous is the prospect of 
layoffs, as well as possible changes to work- 
ers’ benefits. Then, there is the accusa- 
tion we hear that workers want a higher 
slice of IPO share allocations. 

Unions shouldn't be allowed to hijack 
privatization efforts. Other state-owned 
firms in Thailand soon will be on the block. 
The union troubles Egat is encountering 
arertt setting healthy precedents. = 
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A Cold Shoulder 
At Cheney’s Office 


In Washington, Vice-President Dick Cheney and his staff 
have a reputation for being particularly sceptical of China. 
So when four democrats from Hong Kong braved Beijing’s 
fury to visit the United States capital in early March, one 
would have expected Cheney’s office to be particularly wel- 
coming. The group did get a March 5 appointment with Asian 
affairs specialist Stephen Yates, a foreign-policy adviser to 
the vice-president. But when they arrived for the meeting, 
security guards refused to allow two of them into the build- 
ing. The problem: Unlike the security guards that the group 
dealt with on their way to meet such administration heavy- 
weights as National Security Adviser Condoleezza Rice and 
Secretary of State Colin Powell, the guards outside the Office 
of the Vice-President were apparently unwilling to recognize 
Hong Kong passports issued by China. The two barred 
democrats, union leader and legislator Lee Cheuk-yan and 
human-rights activist Law Yuk-kai, were both carrying the 
China-issued passports. In contrast, the two legislators 
who were allowed in to see Yates, Martin Lee and James To, 
were carrying British National (Overseas) passports issued 
by Hong Kong’s former colonial ruler. “I felt that it was 
just a discrimination against Hong Kong people in a way,” 
says Lee Cheuk-yan, adding that Yates apologized. 


May DATE FOR NorTHERN PROTESTANTS 
Protestant church leaders in northern Vietnam expect to be 
allowed to hold their first general assembly in more than 
15 years in May. Senior Protestants in the Southeast Asian 
nation told a recent North American visitor that Hanoi's 
leaders have been pressing them to meet for some time, 
but that the church resisted at least in part because it wanted 
to avoid government efforts to orchestrate the selection of 
leaders more friendly to the communist regime. The 
northern church, still divided from the much larger south- 
ern church, only has about 2,000 ethnic Vietnamese mem- 
bers in 16 congregations. But in recent years, the northern 
church has sought to include an estimated 200,000 Chris- 
tians from the Hmong minority, whose church is not rec- 
ognized by Hanoi. Despite government opposition to a 
merger, the Vietnamese Protestants have issued “letters of 
association” to more than 750 Hmong congregations. Most 
of the Hmong have converted to Christianity since the 1980s 
in response to foreign religious radio broadcasts, but they 
have faced repeated pressure from local officials to return 
to their traditional animist religion. 


FBI PROBES PROMISING PAPUA LEADS 

For the first time since it was called into the case, the United 
States Federal Bureau of Investigation (FBI) is believed to 
be following several promising leads in the investigation 
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into the slaying of two American teachers near the Papua 
mining town of Tembagapura in August 2002. “They think 
they have leads to run this time,” says one security expert 
familiar with the inquiry in the rugged Indonesian province. 
Six FBI agents, the largest of the four teams to have visited 
so far, returned to Papua in late February. They are also staying 
for a month, longer than previous groups. The FBI was first 
called into the case soon after the murders. Despite devot- 
ing a lot of its resources to the war on terrorism, the FBI 
has prioritized the Papua investigation because Jakarta’s 
failure to bring anyone to justice is having an adverse affect 
on relations between the U.S. and Indonesia. The U.S. 
embassy has denied recent reports claiming that the bureau 
was now convinced military commanders had ordered 
the killings. In fact, the security expert says, one avenue the 
agents are pursuing is possible collusion between low-rank- 
ing soldiers and renegade elements of the Papuan sepa- 
ratist movement. 


AUSTRALIAN Army Uses New RAILWay 

A major new railway link between northern and southern 
Australia has won an important client—the army. Thirty-five 
armoured vehicles including Leopard tanks, light armoured 
vehicles and personnel carriers were loaded onto a Darwin- 
to-Adelaide goods train on March 4 for a trip that will take 
only two days compared to almost a month by road. The 
trip has only become possible since January 4, when a new 
1,420-kilometre stretch of track was inaugurated between 
Darwin and Alice Springs, where it joins the Ghan line to 
Adelaide and Sydney. According to the commanding offi- 
cer of the Darwin-based 1st Brigade, Brig. Ash Power, the new 
line offers the army a strategic all-weather link to the south. 
“It’s a great cost saving, a great time-saver for us and most 
importantly, it gets heavy vehicles off the roads, so for those 
who are other users of the Stuart Highway between Dar- 
win and Adelaide, there are less vehicles to meet on >» 
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the way,” he said at the loading. The first batch of mili- 
tary vehicles to use the line was scheduled to take part in 
exercises at a desert training ground near Port Augusta in 
South Australia at a time when the weather in the north is 
too wet for such manoeuvres. 


CAMBODIAN PREMIER Is ASKED FOR ANSWERS 

Thirty United States lawmakers have written a letter to 
Cambodian Prime Minister Hun Sen urging his government 
to complete an investigation into the January 22 murder of 
labour-union leader Chea Vichea. “We urge you to continue 
your investigation so that the perpetrators are brought to 
justice, as well as ensure the future safety of other political 
and labour leaders who may be targets for harassment, 
violence or assassinations,” the House of Representatives 
members wrote in their February 23 letter. Those signing 
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ACTION URGED: Murdered trade-union leader Chea Vichea 


the letter ranged from conservative Republican Dana 
Rohrabacher of California to liberal Democrat Barney Frank 
of Massachusetts and Jim Leach, the moderate Republican 
chairman of the House’s Asia subcommittee. Pointing out 
that the shooting of Chea Vichea was the latest in a series of 
killings of high-profile opposition figures, the lawmakers said 
his murder calls into question the Hun Sen government's 
commitment to the International Labour Organization's 
conventions, which Phnom Penh has signed. Chea Vichea, 
39, a founder member of the opposition Sam Rainsy Party, 
was gunned down in broad daylight on a busy Phnom Penh 
street. A Cambodian court has charged two men with the 
killing, but human-rights groups have raised questions about 
the thoroughness of the probe. 


CLEVER KUOMINTANG ELECTORAL PLOY 

Taiwan's Kuomintang party has unveiled its response to 
President Chen Shui-bian’s election-day referendum, and it 
might be more politically savvy than it seems. Whereas Chen's 
vote will address China’s missile threat against the island— 
an issue of broad concern—the KMT-led opposition ticket 


12 Far Eastern Economic Review 





> 
2 
= 
m 
S 
3 
@ 
a 
= 
> 
D 


aims to hold a referendum later this year on merging the 
city of Taipei with its surrounding county to form a mega- 
metropolis. The KMT’s local approach is aimed at winning 
voters in Taipei County, whose residents have long felt like 
second-class citizens compared to their neighbours in the 
capital. Such slicing of the electorate has become increasingly 
important, as recent public-opinion polls show the race is 
closer than ever (Taiwan law bars publicizing new poll results 
within 10 days of the March 20 election). Taipei County has 
by far the most voters of any of Taiwan's 25 districts—it 
accounted for 16% of the votes cast in the 2000 presidential 
election—and last time Chen won only 37% of the vote. But 
this time, the race is likely to be closer, with both sides 
saying they can win a majority in the county. “Taipei County 
is Taiwan's California,” says Sisy Chen, an independent 
legislator backing the KMT ticket. “Whoever wins there can 
win the presidency.” 


FINANCE OFFICIALS FEAR A PoE WIN 
Philippine finance officials are worried that all their hard 
work juggling the country’s growing foreign debt could 
unravel if movie star Fernando Poe Jr. is elected president 
in May. The specific concern is Poe’s pledge to lighten the 
Philippines’ foreign-debt burden. So far, Poe hasn't said how 
he intends to do this. But his running mate, Loren Legarda- 
Leviste, has mentioned ending a long-standing provision 
which guarantees a proportion of government income to 
repay foreign debt, which last year stood at $59 billion. 
On March 9, Poe said he would examine restructuring this 
debt load, prompting central bank Governor Rafael 
Buenaventura to publicly wonder what the consequences 
would be. “I think it is important for Poe to clarify his 
intent,” Buenaventura said. Tellingly, Poe’s remarks came 
shortly before the pricing of a new 11-year U.S. dollar sov- 
ereign bond to provide badly needed funds for the govern- 
ment’s budget this year. 


SOUTH KOREA SOFTENS FOREIGN POLICY 
As South Korea’s President Roh Moo Hyun faces increasing 
political hostility at home, new Foreign Minister Ban Ki 
Moon is signalling a less-combative image on the foreign 
policy front. Roh was elected on a strong pitch for a more 
independent foreign policy, which has fed on widespread anti- 
American sentiment and put strains on the military alliance 
with the United States. “In this world of globalization when 
there is a deepening process of interdependence and com- 
plementarity among countries, Korea tries to pursue our own 
national goals and agendas in close harmony with other 
countries,” Ban tells the Review. “The basic direction of our 
diplomacy should be termed as diplomacy based on 
pragmatism.” But when asked if this formula embraces the 
term “independence,” Ban demurs. “In this world, there is 
no country in the world which can exercise or execute national 
policies or international cooperation solely. We need to 
cooperate with each other.” = 
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Advance Transformer, a leading conocer manufacture -A 
lighting systems, had legacy IT systems that no longer kept up 
with production demands. They turnéd to HP’ to help them better - 
manage their supply chain. Now, with a unified management 

of the whole infrastructure, their systems automatically solve 
problems as they occur. All this has reduced production time from 

28 to 5 days, cut inventory levels by 50% and revealed the bright 
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THIS WEEK 


South Korean Leader Faces Impeachment Threat 


Lawmakers filed a motion to impeach South 
Korean President Roh Moo Hyun, the first such 
effort since South Korea’s founding in 1948. 
Although two opposition parties hold three- 
quarters of the votes in the national assembly and 
only two-thirds are needed to move the impeach- 
ment process forward, many doubt that the 
impeachment will proceed much further than the 
first step. Opinion polls show that average Kore- 
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ROH: Impeachment threat 








The largest-ever privatization by 
the Indian government began 
successfully when applications for 
shares in state-owned oil explorer 
Oil and Natural Gas Corp. topped 
143 million within 11 minutes of 
the opening of the offer. At the 
close of the first day’s trading on 
March 5, the stock was up 5.5% at 
802.25 rupees ($17.74). The 
company is India’s largest petro- 
leum exporter, and it supplies 
about one-third of the nation’s 
annual oil consumption of 770 
million barrels. The government 
expects to raise almost $2.4 
billion with the sale, which repre- 
sents 10% of the company. 
Analysts said that the success of 
the privatization was likely to 
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ans mostly oppose 
impeachment, and many 
members of the main 
opposition parties are also 
said to be reluctant to 
push the process along. 
Still, with national elec- 
tions coming on April 15, 
the action is likely to shift 
debate away from the mer- 
its of individual candidates 
and toward a judgment on 
Rob's 13-month rule. 


encourage further such moves 

in the future. In four years of 
Indian asset disposals, the current 
fiscal year that ends on March 31 
is likely to be the first in 

which such sales have actually 
met their target. 


_ Offer for Sale by 
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LETTING GO: India sells part of an oil firm 





Trade talks between 
Tokyo and Mexico City, 
which are aimed at 
producing a free-trade 
agreement, failed in the 
latest round that ended 
on March 5. Negotiators 
for the countries have 
been meeting for 16 
months to try to reach an 
agreement. Talks are 
reportedly stalled over 
the access that some 
key Mexican agricultural 
products, including 
chicken, beef, oranges 
and orange juice will 
have to Japan’s highly 
protected market. Japan 
has signed one free- 
trade pact, with Singa- 
pore, in its history. No 
timetable for new talks 
has been announced. 


THAILAND 


State-controlled Thai 
Military Bank has 
reached agreement to 
take over two smaller 
banks in a $375 million 
purchase. Analysts felt 
that the deal could jump- 
start consolidation in 
Thailand’s banking 
industry, which is said to 
be weakened in part 
because there are too 
many banks. The Thai 
Military Bank takeover of 
DBS Thai Danu Bank and 
state-run Industrial 





A RIFT BETWEEN two 
powerful Tamil Tiger 
rebel chiefs fighting as 
partners in a separatist 
war in Sri Lanka mirrors 
one that has hampered 
government negotiators 
for months and repre- 
sents a fresh threat to a 
two-year ceasefire. The 
commander in the east ow 
island, Vinayagamoorthi 
Muralitharan, withdrew 
his 6,000 fighters from 
the rebels’ overall 
15,000-strong force in a 
dispute with Tamil Tiger 
commander Vellupillai 
Prabhakaran. Analysts 
called it the biggest 
schism among the rebels) 
since the insurrection 
began in 1983. 


Finance Corp. of Thailand 
will make it the nation’s 
fifth-largest bank. 


The economy grew 6.7% 
in 2003, the best annual 
economic performance 
since before the Asian 
financial crisis, which 
began in 1997 with a 
sharp devaluation of the 
baht. Growth was 7.8% in 
the fourth quarter 
compared with a year 
earlier, and the govern- 
ment says it expects 
growth in 2004 to be 
even stronger than last 
year at between 7% and 
8%. One government- 
affiliated economist said 
that production last year 
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was strong in nonagricul- 
tural industries like trade 
and manufacturing. 


HONG KONG 


The government plans no 
major tax changes in the 
coming fiscal year, said 
Financial Secretary Henry 
Tang in the annual budget 
speech on March 10. 
Tang said that Hong 
Kong’s budget deficit is 
about HK$49 billion ($6.3 
billion) for the 2003-04 
fiscal year, which is about 
4% of the city’s GDP. Tang 
said that the government 
expects to sell some 
shares in Hong Kong’s 
airport and merge its two 
railway operators in the 
fiscal year starting in 
April 2005. He said the 
economy grew 3.3% in 
2003 and is expected to 
grow 6% this year. 


Further reclamation of 
land from Victoria Har- 
bour may continue 
following a ruling by the 
city’s highest court. The 
government says it will 
proceed with plans to add 
18 hectares of land that 
will be devoted to building 
a new highway aimed at 
relieving traffic conges- 
tion. Opponents of the 
harbour reclamation said 


MORE LAND: Hong Kong 
court allows reclamation 
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they are studying the 
decision to see if there is 
scope for an appeal. 


The nation’s highest 
court has ordered that 
jailed Islamic cleric Abu 
Bakar Bashir be released 
by next month. Bashir, 
whom American authori- 
ties and others have 
claimed is the spiritual 
leader of the terrorist 
organization Jemaah 
Islamiah, was convicted 
last year on charges of 
treason and immigration 


BASHIR: Jail time reduced 


violations. The treason 
conviction was later 
reversed on appeal and 
Bashir’s jail sentence was 
reduced to three years. 
The latest ruling further 
reduces the sentence to 
18 months, which Bashir 
has nearly served. 


SINGAPORE 


Describing him as an 
“undesirable immigrant,” 
the government revoked 
the permanent-resident 
status of a Malaysian 
airline pilot who has 
lived in Singapore for 26 
years, following a labour 
dispute at Singapore 
Airlines in which he 
played a central role. 
Ryan Goh Yew Hock was 
accused by Senior 
Minister Lee Kuan Yew 
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of having “instigated” a 
labour revolt last year at 
the airline that saw 
rank-and-file pilots sack 
their union leadership 
after it approved pay 
and job cuts. 


MALAYSIA 


Mitsubishi has begun 
selling its shares in state- 
controlled Proton, the 
nation’s national car 
maker. Mitsubishi had 
owned almost 16% of the 
company before it sold 
half of its holdings, the 
beginning of the end of 
its 20-year investment in 
Proton. The relationship 
between Mitsubishi and 
Proton, which formerly 
involved the Japanese 
company supplying 
engines, has declined in 
recent years. Analysts say 
Proton has been prof- 
itable thanks to its 
protected position, 
though Malaysian tariffs 
are supposed to end in 
coming years as part of a 
free-trade agreement. 


KOREAS 


A handful of South 
Korean companies will 
open factories in an 
industrial complex in 
North Korea at Kaesong 
just north of the Demili- 
tarized Zone separating 
the two Koreas. Meeting 
for the eighth time since 
a new era in inter- 
Korean relations began 
in 2000 with a historic 
summit, negotiators 
agreed to open the 
Kaesong complex by 
June. Among the South 
Korean companies that 
will begin building 
factories are expected 
to be several shoe, 
sportswear and kitchen- 
utensil companies. 








JIANG: He 


says he 
treated the 
injured and 
dying in the 
1989 crack- 
down 





RECALLING JUNE 4 
Army surgeon Jiang Yanyong’s letter to state ' 
media last year revealing Beijing’s burgeoning - 
epidemic of Severe Acute Respiratory Syn- 
drome is a hard act to follow, but he is trying. 
In a letter to party and government leaders © 
dated February 24, Jiang suggested “rectifying 
the name of the June 4, 1989, patriotic studen 
movement.” i 

He recounts in grisly detail treating the 
wounded and dying at his hospital in western Bei- 
jing. His consistent condemnation of the event 
cost him a promotion, the letter says. Even the 
late President Yang Shangkun and late Vice- 
Premier Chen Yun condemned the Tiananmen __ 
Massacre as a grave mistake, Jiang asserts. > 

Jiang’s wife says by phone that Jiang is “out 
of town on business” until the weekend. So far, 
there is no indication of any official retribution 
against Jiang, who won plaudits for speaking 
the truth about Sars. But re-evaluation of the 
1989 event is unlikely. Jiang Zemin, who became 
president in 1989, is due to remain head of the 
military until 2008. Until he goes, his succes- 
sor, Hu Jintao, will not be in a position to raise key 
political reforms or promote reassessment of 
such a sensitive subject as Tiananmen. 

With the approaches of such key dates as 
the 15th anniversary of Tiananmen, and the fifth 
anniversary of the banning of the Falun Gong 
movement in July, the calendar is full of sensi- 
tive anniversaries in coming weeks. Beijing insid- 
ers predict expect extra-tight controls this year 
on the media and the Internet. 
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THE WAR ON TERRORISM 


Testing lime 
For Pakistan 


In return for accepting the way Pakistan is handling a nuclear-proliferation scandal, the United States 
expects Islamabad to step up cooperation in the war against terrorism. But the U.S. still feels Islamabad 
isn’t doing enough against the Taliban and extremists at home, and bilateral ties could be sorely tried 





By Ahmed Rashid/ 
WASHINGTON AND LAHORE 


WHILE THE UNITED STATES and Pakistan 
coordinate stepped-up military efforts to 
capture or kill Osama bin Laden, the Amer- 
icans say Islamabad is not cooperating in 
U.S.-led efforts to destroy the Taliban 
despite Washingtons restraint over 
Pakistan's nuclear-proliferation scandal. 
And this reluctance to move against 
Afghanistan's former rulers threatens to 
put a spoke in Pakistan President Pervez 
Musharraf's relations with the U.S. and 
undermine regional stability. 

Washington's expectations of Mushar- 
raf are many—and it believes they are not 
all being met. “It’s a bit of three steps for- 
ward, one step back,” says U.S. Deputy 
Defence Secretary Paul Wolfowitz during 
an interview, in which he gave a tough 
assessment of some aspects of Pakistan's 
commitment to the war on terrorism. 

Apart from helping track down Al 
Qaeda and the Taliban, the U.S. wants 
Musharraf to wind up the underground 
sales network established by disgraced 
nuclear physicist Abdul Qadeer Khan; 
support American stabilization efforts 
in Afghanistan; prevent Islamic militants 
from crossing into Indian Kashmir; step 
up the peace process with India and rein 
in Islamic extremists at home. 


CRACKING DOWN: A soldier guards an 
Al Qaeda suspect in South Waziristan 
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Moreover, the Americans believe 
Musharraf owes them for their benign 
reaction in the Khan case—they accepted 
a presidential pardon for Khan and 
Musharraf’s refusal to investigate the 
army for any role it may have had in the 
scientist’s nuclear-related dealings with 
countries such as Iran, Libya and North 
Korea. “We feel it gives us more lever- 
age,” Wolfowitz tells the Review. “I think 
it may give Musharraf a somewhat 
stronger hand in Pakistan. He’s got an act 
to clean up. The international commu- 
nity is prepared to accept his pardon of 
A.Q. Khan for all he’s done, but it’s clearly 
a kind of IOU that, in return for that, 
there has to be a full accounting of every- 
thing that’s happened.” 

That said, the Americans are also anx- 
ious not to destabilize Musharraf, who is 
facing growing opposition at home because 
of his alliance with the U.S., resurgent 
Islamic militancy and resentment within 
the government at the army’s refusal to 
cede it any real power since being elected 
in 2002. Indeed, the stability of South and 
Central Asia hangs largely on Washing- 
ton improving its complex relationship 
with Musharraf and Pakistan's army in the 
next few months. The health of the rela- 
tionship also holds the key to greater sta- 
bility in Afghanistan, where a planned June 
presidential election is threatened by 
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A DEMANDING 
RELATIONSHIP 


* The U.S. seeks stepped-up 
cooperation against Al 
Qaeda and the Taliban 


e Washington expects 
results after its restraint 
over Pakistan’s nuclear- 
proliferation scandal 


e Pakistan steps up cooper- 


ation against Al Qaeda, 
but fails to take on 

the Taliban and militants 
at home 


stepped-up attacks by a resurgent Taliban, 
the continued grip of warlord militias, a 
booming drugs trade and the unwilling- 
ness of the international community to pro- 
vide troops for enhanced security. 

The most urgent immediate issue for 
Washington is the hunt for bin Laden, 
which stalled for much of last year after the 
U.S. moved intelligence units, surveillance 
equipment and special-forces troops from 
Afghanistan to Iraq, according to U.S. and 
Pakistani officials. Now they are back and 
the U.S. has launched a massive military 
and intelligence operation aimed at snar- 
ing the Al Qaeda leadership before the 
scheduled June presidential election in 
Afghanistan and the American election 
in November. 

High-flying U2 surveillance aircraft, 
low-flying Predator drones and enhanced 
satellite capability are maintaining a 24- 
hour watch on the rugged Afghan-Pak- 
istani border. Meanwhile, Task Force 121, a 
U.S. commando group which hunted 
down Saddam Hussain in Iraq, has been 
shifted to the region, say the officials. 

But Pakistani military cooperation is 
imperative. Success, says Wolfowitz, 
“still depends mostly on the Pakistanis.” 
And while Pakistan has insisted that it 
will not allow U.S. troops on its soil, 
equipment and U.S. communications 
experts have been flown into the northern 


TOUGH ASSESSMENT: Wolfowitz 
believes Pakistan needs to do more 


city of Peshawar, according to local officials. 

The stepped-up search is focusing on 
South Waziristan, a tribal zone in north- 
west Pakistan where the Americans believe 
bin Laden and other Al Qaeda leaders are 
receiving shelter. Pakistan has moved about 
3,000 regular troops and tens of thousands 
of militiamen to the mountainous area in 
a bid to force the Al Qaeda fugitives across 
the border into Afghanistan, where Amer- 
ican troops are waiting. 

Last year U.S. diplomats said Pakistan 
was being less than cooperative in the 
hunt for Al Qaeda leaders, but that is 
slowly changing. “There is greater coop- 
eration, but [it] continues to be a bit of 
an issue,” says Wolfowitz. Pakistani offi- 
cials insist they are doing everything pos- 
sible in a difficult region. Sixteen soldiers 
have been killed by local tribesmen in 
South Waziristan since October. 

However, what concerns Afghan 
President Hamid Karzai is not Al Qaeda, 
but the Taliban, who have launched 
dozens of small attacks in southern and 
eastern Afghanistan in recent weeks. On 
March 5, Taliban guerrillas killed eight 
Afghan soldiers in Kandahar province 
close to Pakistan’s Baluchistan province, 
while an Afghan soldier and a Turkish 
engineer were shot dead the same day in 
neighbouring Zabul province. One day 
later, suspected Taliban members >> 
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shot dead the head of Zabul’s Red Cres- 
cent Society. 

Vice-Adm. Lowell Jacoby, the head of 
the U.S. Defence Intelligence Agency, told 
a Senate hearing in Washington in late 
February that Taliban attacks have reached, 
“their highest level since the collapse of 
the Taliban government” in December 
2001. He added that the threat they posed 
“is potentially eroding commitments to 
stability and progress in Afghanistan.” 

But the U.S. believes that Pakistan is 
doing little to help eradicate the threat 
posed by its former Afghan ally. “The mil- 
itary is . . . cooperating with [the United 
States in getting] Al Qaeda, but it’s not 
cooperating with [getting] the Taliban,” 
states Wolfowitz bluntly. Islamabad 
denies such U.S. charges, including alle- 
gations that Pakistan's army is allowing 
the Taliban to recruit and maintain logis- 
tics bases in Baluchistan. 

“There is a widespread kind of belief 
in Pakistan that the Americans want Al 
Qaeda, but Pakistan continues to turn a 
blind eye to support the Taliban,” says 
Wolfowitz. “That clearly is now an issue 
if you want to do [Afghan] elections in 
June. You need to wrap up some of these 
Taliban people, which is quite separate 
from Al Qaeda.” 

The U.S. message to Musharraf is 
stark: Rein in those who are sympathetic 
to the Taliban, especially elements in mil- 
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OUT FOR BIN LADEN: An American soldier reads “wanted” posters for the terrorist chief 


itary intelligence and the Islamic funda- 
mentalist governments in Baluchistan 
and North West Frontier Province. But 
such a move would endanger the political 
alliance that the Pakistan president has 
struck with five mainstream Islamic par- 
ties in the national parliament. 

Critics say that this political alliance has 
only emboldened Islamic extremist groups 
in their support for the Taliban and Kash- 
miri militants and in their opposition to 
Musharraf. At the same time, Islamic mil- 


Musharraf also has to cope with strife 
between Muslims. On March 2 in the 
southwestern city of Quetta, 44 people 
were killed and 150 wounded during an 
attack with grenades and explosives on 
a Shiite Muslim religious procession. 
Most of the dead were Shiites. Police 
claim the perpetrators were members of 
the Lashkar-e-Jhangvi, a militant Sunni 
Muslim group which Musharraf has 
banned but failed to effectively clamp 
down on. 


(79 è b ó 
There is a belief that the Americans want 
Al Qaeda, but Pakistan continues to turn a blind 
è 39 
eye to the Taliban PauL WoLrrowIrrz, U.S. DEPUTY DEFENCE SECRETARY 


itancy is fuelled by growing anti-American 
sentiment. In Waziristan, angry tribesmen 
are sniping and firing rockets almost daily 
at Pakistani border posts. Wazir tribesmen 
were further infuriated on March 1, when 
nervous soldiers opened fire on a vehicle, 
killing 11 civilian passengers. 

Since the latest army operation began 
in Waziristan on February 20, tribal eld- 
ers have delivered only 6o out of 123 tribes- 
men on a list of those accused of shelter- 
ing Al Qaeda fugitives. “The situation in 
the tribal belt is explosive and could erupt 
into open war between the army and 
tribesmen,” says a Pakistani diplomat. 








And all these problems are exacer- 
bated by the fact that because Mushar- 
raf will not let Pakistan's elected govern- 
ment wield any real power, there is no 
buffer between the military and the 
Islamic militants. “We have a govern- 
ment that can’t deliver everything we 
would like to see and it would like to see, 
and we don't have the ability to simply say 
if you don't do [this] we will cut off our 
whole relationship with you and let you 
go under,” notes Wolfowitz. 

Meanwhile, the U.S. and its allies fear 
that Musharraf is endangering the polit- 
ical process in Afghanistan by not mov- 
ing decisively against the militants at 
home. The United Nations-brokered 
December 2001 Bonn agreement on 
Afghanistan stipulated that presidential 
and parliamentary elections be held 
simultaneously in June. That appears 
increasingly unlikely with the worsen- 
ing security situation. 

The U.S. is now pushing for a presi- 
dential election in June, with the parlia- 
mentary general election to be delayed until 
next year. The UN, the U.S., the Afghans 
and the international community have to 
take a decision by March 31, when an inter- 
national donors’ conference in Berlin will 
try to raise more money for Afghanistan's 
reconstruction. And Wolfowitz warns that 
it will be difficult to postpone the presi- 
dential election “without looking like it’s 
a vote of no confidence.” 

Adds Zalmay Khalilzad, the U.S. 
ambassador in Kabul: “Elections will be 
the final phase of the Bonn road map; >> 
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if not, there will be a crisis of legitimacy.” 
But that is disputed by many, including 
officials from the UN and international aid 
agencies and by some European diplomats 
and Afghans. “The real crisis would be if 
you had a discredited election in which 
many people don't get to vote,” says a sen- 
ior European diplomat in Kabul. 


VOTER-REGISTRATION DELAYED 
The stepped-up Taliban attacks prompted 
the UN in January to scale down the reg- 
istration of the estimated 10.5 million eli- 
gible voters located in the south. Only 1.2 
million people in eight major cities have 
been registered so far. Moreover, only 70% 
of the $98 million the UN needs for con- 
ducting the registration process has been 
provided to date. Another $100 million 
will be needed to hold the election. 
Meanwhile, efforts to boost the security 
apparatus within Afghanistan have made 
little headway. According to Khalilzad, only 
10,000 men of the new Afghan national 
army and 15,000 policemen will have been 
trained by June. A U.S. plan to recruit mili- 
tiamen loyal to regional warlords for an 


SECURITY CHALLENGE 


Afghan National Guard has come under 
fire from aid workers and many Afghans, 
even though a senior U.S. official describes 
the initiative as a stopgap measure. 

Ultimately, security largely rests on the 
international community providing more 
troops, in addition to the 11,000-strong 
U.S.-led coalition forces hunting Al Qaeda 
and Taliban fighters and the 5,600 troops 
of the International Security Assistance 
Force (ISAF) in Kabul. The North Atlantic 
Treaty Organization (Nato) pledged to 
deploy more troops outside Kabul when it 
took over command of the ISAF last 
August. But European states have been 
reluctant to sanction more troops. 

“There's a tendency to talk very boldly 
about the European security structure and 
then not make available any of the fund- 
ing necessary to make it happen,” says 
Wolfowitz. The Americans and Nato are 
currently discussing a plan to bring in 
between 5,000 and 10,000 extra Nato 
troops just to provide security during the 
election period. (See article below.) 

Apart from the security problems, 
some aid workers and Afghan experts say 


With a planned presidential election nearing in Afghanistan, 
attention is turning to security amid stepped-up violence in the 
volatile Central Asian nation. The fledgling local police force and 


army are seen as not up to the task. 


But United States military planners say they are discussing 
the possible deployment of between 5,000 and 10,000 North 
Atlantic Treaty Organization (Nato) troops during voter registra- 
tion, the electoral campaign and polling day in June—a period of 


it makes sense to postpone the June elec- 
tion because it will disrupt many of the 
positive nation-building projects now 
under way. These include the disarma- 
ment and demobilization of 100,000 
militiamen, massive road-building proj- 
ects, reconstruction of thousands of 
schools and hundreds of local govern- 
ment centres, and a World Bank-spon- 
sored project to curb heroin production 
in all 32 provinces. Drug-trafficking is a 
major source of funding for terrorists, and 
last year Afghanistan produced 3,600 
tonnes of heroin, or 80 % of the world’s 
supply, according to the UN. 

A June election would slow down all 
these projects, not least because some 
33,000 Afghans—mostly aid workers and 
teachers—will have to be hired to run the 
elections. “Postponing elections after civil 
war has never bought negative conse- 
quences,” says Horacio Boneo, an elec- 
tion specialist at the U.S. Institute of 
Peace in Washington. “The successful 
benchmark should be 70% registration 
and 80% participation of voters. At pres- 
ent that appears impossible.” = 





about six weeks between May 1 and June 15. 

The United Nations says it wants to set up 4,200 registration 
and polling stations if there is adequate security. In rural areas, 
voters would register and cast their ballot at the same time. 
“What concerns us now is the viability of domestic and interna- 
tional forces on a scale large enough to cover the 4,200 polling 
stations around the country,” says Jean Arnault, the UN Secre- 
tary-General’s Special Representative to Afghanistan. 

If Nato agrees, its troops could link up with 12 Provincial 
Reconstruction Teams, or PRTs, already in place. These comprise 
between 60 and 100 soldiers and civilian aid workers. The Ameri- 
cans operate nine PRTs, while Britain and New Zealand each 
operate one under U.S. command. 

Nato commands only one PRT in the northern town of Kun- 
duz, drawn from German troops. By the summer there will be four 
more U.S.-led PRTs in the Taliban-infested south. In August when 
Nato took over command of the 5,600-strong International 
Security Assistance Force in Kabul, it pledged to take over leader- 
ship of all the PRTs, but it is far from doing so. 


Initially estahliched to nrovide security to recanstnictian 


MS 


EXPANDED MANDATE: A British Gurkha soldier in Afghanistan 


efforts, the PRTs had a very limited mandate, provided no security 
to the Afghan population and were harshly criticized by the aid 
agencies. However their mandate has steadily expanded. The 
British PRT in Mazar-e-Sharif has been instrumental in defusing 
ethnic tensions in northern Afghanistan, while U.S. PRTs in 
eastern Afghanistan are focusing more on providing security for 
relief work in villages. 

Most significantly, the U.S.led PRTs have become involved 
since January in interdicting heroin trafficking, which the U.S. 
military had refused to take on because it was seen as a domestic 
issue. Now PRTs provide the intelligence that enables special- 
forces troops to destroy heroin-production facilities. 

However, with their present numbers and geographical 
distribution, the PRTs are still not up to the task of providing 
security for the population during the elections. 
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THAILAND 


Short-Circuited 


Thaksin’s decision to scrap a state utility’s share 
offering throws doubt on privatization plans 


By Shawn W. Crispin/BANGKOK 


ONCE ON A FAST TRACK, Thailand’s 
privatization drive has been derailed, 
raising questions about Prime Minis- 
ter Thaksin Shinawatra’s commitment 
to overhauling the country’s many lum- 
bering state-owned enterprises. 

Mass protests by labour unions 
opposing the privatization of the Elec- 
tricity Generating Authority of Thailand, 
or Egat, have forced Thaksin to indefi- 
nitely delay the state monopoly’s share 
offering scheduled for late April. In a 
March 6 radio address, Thaksin said the 
postponement was “an attempt to pro- 
tect national interests with the benefits 
of Egat employees in mind.” 

Egat’s listing would have been Thai- 
land’s largest-ever initial public offering, 
raising as much as $1.8 billion for state 
coffers, while also signalling to foreign 
investors that Thailand is moving for- 
ward with politically prickly power-sec- 
tor reforms. Egat is Thailand’s largest 
state earner, generating 238 billion baht 
($6 billion) in revenues and over 30 
billion baht in profits last year. 


Egat’s labour union is arguably UNPLUGGED: Protester with a placard of Thaksin 


Thailand’s strongest, and its mass 

protests in the past have scuppered government plans to move 
the state utility towards more market-driven competition. Over 
50,000 protesters from other state enterprise labour unions 
have joined forces with Egat workers to demonstrate against 
privatization plans. “Privatization will raise prices and widen 
the gap between rich and poor in Thailand,” contends Som- 
sak Kosaisuk, secretary-general of the State Enterprise Work- 
ers’ Relations Confederation, a union umbrella group. 


WORKER SOLIDARITY 

Such sentiments are casting doubts over other planned pri- 
vatizations, including scheduled share offerings in state- 
owned telecommunications, transport and energy concerns— 
workers from the Port Authority of Thailand, Thai Airways, 
and the Metropolitan and Provincial Electricity Authorities 
have turned out in large numbers at the rallies. 
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Thaksin's reversal comes as he enters an election season; 
new polls must be called by January 2005. His popularity 
has dipped recently due to his government's controversial han- 
dling of the bird-flu epidemic, and its heavy-handed approach 
to curbing violence in the Muslim southern provinces. Polit- 
ical analysts say that daily television broadcasts of the Egat ral- 
lies are also starting to dent Thaksin's approval ratings. 

In 2001, Thaksin won office partly by promising that 
his government would not sell state assets to foreign investors 
in order to repay debts. With economic recovery and improved 
tax collection, the government last year paid back its obliga- 
tions to the International Monetary Fund two years ahead 
of schedule, and analysts say Thailand’s 
fiscal health has largely been restored 
from the 1997 financial crisis. 

That means the financial motivation 
to list stakes in state enterprises has 
lifted, labour leaders contend. Egat 
union chiefs claim that privatization 
would jack up electricity prices and jeop- 
ardize energy security, claims that have 
won public sympathy for their cause. 

The government's financial advis- 
ers suggest that Egat would need to 
raise electricity prices far above current 
levels to meet private-investor expec- 
tations of earning a 9% return on their 
capital. Egat already raised prices by 5% 
last month. 

Still, Thaksin's privatization plan for 
Egat is a significant scaling-back of the 
previous Democrat Party-led govern- 
ment’s designs. Most notably, earlier 
blueprints aimed at splitting Egat into 
two mutually competitive companies 
were scrapped. Some energy-industry 
analysts say that Thaksin’s partial-pri- 
vatization model has so far worked well 
for PTT, another state-owned energy con- 
cern, which listed a 33% stake on the 
Thai bourse in November 2001. PTT 
share prices have since quadrupled, thanks to government poli- 
cies aimed at gearing up PTT for regional competition. 

Thaksin's government has similar ambitions for Egat, 
including big plans to position it at the centre of an electricity 
grid encompassing neighbours Burma, Laos and Cambodia. 
Energy Minister Prommin Lertsuridej estimates that Thailand 
will need an additional 16 gigawatts of electricity to power its 
own economic development in the next decade, requiring lots 
of new capital investment that he contends would be better met 
with private rather than public funds. 

But labour leaders say the lack of transparency over the share 
offering could allow it to be manipulated to benefit a few Egat 
executives and associates of powerful politicians. They note that 
members of Transport Minister Suriya Jeungreugnrat’s fam- 
ily obtained the largest block of PTT stock in 2001, while many 
small retail investors were unable to secure shares. = 
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SHOW OF HANDS: 
Abdullah is hoping to 
capitalize on his 
reform proposals to 
help his party win 
this month’s election 


MALAYSIA 





Abdullah Needs to Win Big 


After just four months in office as the successor to a living legend, the prime minister will 


try to forge his own electoral mandate from March 21 


IN 1999, BEN CHAN, a financial-services executive in Kuala 
Lumpur, urged relatives working in Singapore to come back 
to vote for the ruling National Front coalition in Malaysia’s 
last general election. His perception that the coalition needed 
help was widely shared among Malaysia’s non-Muslims, who 
make up 35% of the country’s 25 million people. The rea- 
son: Anger among ethnic-Malay Muslims over the treat- 
ment of charismatic former Deputy Premier Anwar Ibrahim 
might help the opposition Islamic Party of Malaysia, or Pas, 
and weaken the moderate United Malays National Organi- 
zation, which leads the National Front. 

Chan now thinks his fears of a rising tide of conserva- 
tive Islam were overblown. But that may not change his 
support for the National Front, and new Prime Minister 
Abdullah Ahmad Badawi, when the nation goes to the polls 
on March 21. “Let's face it,” he says, “there is simply no down- 
side to continuing to support this guy.” 

Abdullah took power when Mahathir Mohamad retired 
on October 31 after 22 years in office. The upcoming vote, 
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By S. Jayasankaran/KUALA LUMPUR 


in the view of most Malaysian political analysts, amounts 
to a tacit referendum on the new premier and the array of 
policy changes he has initiated since taking over. At stake 
in the polls are 219 parliamentary seats and 505 seats in 
12 state assemblies. 

Abdullah's early performance has impressed many 
Malaysians. The 64-year old premier has cracked down on 
corruption, postponed or cancelled costly mega-projects, 
opened an inquiry into abuses in the police and made gov- 
ernment-contract award procedures more transparent. He has 
also been boosted by a growing Malaysian economy—pro- 
jected to expand 6% this year—and a strong stockmarket. 

He'll also likely gain from what has become the routine 
process of redrawing electoral boundaries for state and par- 
liamentary seats every 10 years to reflect population shifts. 
This enhances the Front’s chances of a big victory. 

All of this portends an emphatic victory for the National 
Front and a possible increase in its current 77% parliamen- 
tary majority. The key measure of Abdullah's strength, >> 
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y HANGING TOUGH: Key opposition party Pas won’t go away 
v 

however, is how well Umno performs in its head-to-head con- 
tests with Pas for control of Malaysia’s Malay community, 
which makes up about 62% of the population. In 1999, the 
Malay community’s anger over Mahathir’s sacking of Anwar 
sharply eroded support for Umno and translated into big elec- 
toral gains for Pas. 

In 1999, Pas easily retained control of its long-time bas- 
tion, Kelantan state, wrested power from Umno in oil-rich 
Terengganu state and made fresh inroads into several other 
Malay-dominated areas in Peninsular Malaysia. In all, Pas won 
27 parliamentary seats, up from seven, and emerged as the 
nation’s dominant opposition party. Almost every major 
National Front leader saw sharply reduced majorities: 
Mahathir’s own majority was down 41%, and current Deputy 
Premier Najib Razak’s was down 98%. 

With the Malays divided as never before, Umno was forced 
to rely on the Front’s 13 non-Malay component parties to form 
the government. Previously, Umno leaders had boasted—jus- 
tifiably—that the party had never needed the help of any com- 
ponent party to secure a simple majority in parliament. 

Viewed from that historical perspective, the stakes are 
high for Abdullah. Regaining Umno’s core Malay con- 
stituency and healing its divisions would affirm his lead- 
ership and leave him free to pursue a reform agenda that 
his aides say includes cleaning up corruption in the party 
itself. Conversely, another Pas onslaught would alarm 
Malaysia’s non-Malays, spook foreign investors and open 
Abdullah to challenges within Umno at the party’s next inter- 
nal election, scheduled for June. 

Still, many analysts think Abdullah could have the upper 
hand if only because his many promises and tentative steps 
to cut red tape and fight graft have resonated with middle- 
class Malaysians. “Let’s give him a chance,” says Malay busi- 
nessman Jaafar Ismail, who didn't vote in 1999 as a protest 
against Mahathir’s treatment of Anwar. 

“Abdullah needs a strong mandate to deliver his promises,” 
says fund manager Tan Teng Boo, whose latest weekly newslet- 
ter to clients carried an unusual essay in which he urged them 
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to support Abdullah. “And even if he can deliver half the prom- 
ises he made, Malaysia has a decent chance of rectifying the 
serious damage that it suffered under Mahathir.” Such blunt 
criticism of Mahathir’s policies would have been unheard of a 
year ago, but its underlying message could help Abdullah, who 
has pointedly distanced himself from his predecessor. 

There are other, practical reasons to expect a solid National 
Front victory. The first is simple logistics. The Front and Umno 
have more funds, campaign workers, equipment and media 
access than any rival party. Also, the government has shown 
its ability to reorganize electoral constituencies in a manner 
that could translate into gains for the Front. Every Io years, 
Malaysia’s Election Commission is constitutionally mandated 
to redraw electoral boundaries for state and parliamentary 
seats to reflect changes in population. 

The final result in the redrawn boundaries approved by 
the Front-dominated parliament last year saw the creation 
of entirely new seats: 26 in parliament and 63 in state assem- 
blies. The states with the most registered voters, or the fastest- 
growing populations, don’t necessarily get the new seats. 

None of four so-called heartland Malay states of Kelantan, 
Terengganu, Perlis and Kedah, for example, got a single 
new parliamentary seat. “The exercise has an underlying polit- 
ical agenda,” says Lim Kit Siang, the chairman of the oppo- 
sition Democratic Action Party. “It’s to shore up the Front to 
help to retain its two-thirds parliamentary majority.” 


MANY OF THE NEW SEATS MAY GO TO THE FRONT 

It certainly will help. According to an analysis by Ong Kian Ming, 
a fellow at the independent Asian Centre for Media Studies, 
18 out of the 26 new parliamentary seats, or 69%, are consid- 
ered “safe” for the Front. Similarly, he says, almost 80% of 
the new state seats are likely to go to Front candidates. 

That’s not all. In the northern, Malay-majority state of 
Kedah, where Pas hopes to topple Umno, redrawn boundaries 
in five constituencies—three held by Pas—include substan- 
tial votes likely to go the leading party’s way. That’s legal 
but, in effect, two Pas-controlled parliamentary seats have seen 
Chinese-majority constituencies—which typically vote for 
Umno—folded into them, while another has seen an Umno- 
held state constituency transferred into it. 

For their part, Pas leaders say they will easily retain both 
Kelantan and Terengganu, and hope to make gains in Perlis 
and Kedah. Some political analysts, however, think that Umno 
may be able to regain control of Terengganu. 

For Abdullah supporters, the debate is moot. “So long as 
we do not lose Perlis or Kedah, we’ve won, because we haven't 
lost anything new,” says Shahrir Samad, an Umno leader run- 
ning for parliament in southern Johor state. “The other states 
were lost by Mahathir.” 

But some independent analysts like economist Jomo Sun- 
daram worry that Abdullah may not be able to use a victory 
to clean up Umno. “If the Front wins big, it’s because the 
electorate decided to give Abdullah a chance,” Jomo says. 
“Unfortunately, an enhanced majority may weaken his hand 
in dealing with his [Umno] party warlords simply because the 
popular imperative [for reform] is no longer pressing.” = 
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THE UNITED STATES 


How Kerry 
Sees Asia 


Would a President John Kerry change how the 
U.S. regards Asia? In a few ways, yes—but not as 
much as the candidate wants voters to believe 


By Murray Hiebert/WASHINGTON 


AMERICAN VOTERS will face a stark choice when they go to 
the polls to elect a new president in November. Sen. John Kerry 
has wrapped up the Democratic Party’s nomination, and he 
and Republican incumbent George W. Bush have launched 
into campaigns that will focus a good deal on the state of 
the United States’ economy and the war on terrorism. 

But will who gets elected make a difference to Asia? Kerry's 
statements as a candidate and in his two decades as a sena- 
tor offer some clues about how U.S. policy toward Asia might 
change if he’s elected and—more often than not—how it 
might remain the same. 

Kerry, Go, a decorated veteran of the Vietnam War, a diplo- 


mat’s son and long-time member of the Senate Foreign Rela- 
tions Committee, charges the Bush administration with being 
“intoxicated” with American military might and insists he 
would have greater respect for the role of diplomacy and inter- 
national institutions. Kerry has pledged to resume direct talks 
with North Korea to end its nuclear-weapons programme, 
and he supports engagement with China. But the senator's 
comments about Taiwan have set off alarm bells in Taipei. 
With the loss of jobs in the U.S., trade will be an important 
focus in the campaign, though the differences between the 
rivals on trade are minor. 

After Kerry’s decisive victory over his remaining Democ- 
ratic challenger on March 2, the two presidential candidates 
promptly started lobbing insults. “The Bush administration has 
run the most inept, reckless, arrogant and ideological foreign 
policy in the modern history of our country,” Kerry told his sup- 
porters. Bush fired back: “Sen. Kerry has been in Washington 
long enough to take both sides on just about every issue.” 

But few analysts expect there would be abrupt shifts in U.S. 
policy towards Asia if Kerry, who has held a narrow lead in early 
opinion polls, defeats Bush on November 2. 

Kerry would like voters to believe otherwise. “He’s going 
to do as Bush tried to do: ‘Every one of these policies is wrong 
and so I'll reverse them’,” says Norman Ornstein of the 
conservative American Enterprise Institute, referring to 
the Bush administration’s rhetoric when it took over from 
Bill Clinton. “There will be differences certainly, though I 
think in the end we're not going to see a radically different 
foreign policy under Kerry.” 

In some of Kerry’s harshest campaign rhetoric, he >> 


POLITICAL VETERAN: 
Kerry’s speeches and 
long Senate record 
reveal his views 
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has alleged that the Bush administration has been too willing 
to go it alone and make use of pre-emptive military force. In 
a December speech, Kerry, who regularly pillories Bush for 
rushing to war in Iraq “almost alone,” pledged to bring back 
diplomacy as a key tool of U.S. foreign policy, to work with the 
United Nations as a “full partner” and to “replace unilateral 
action with collective security.” 

But Kerry also would like to convince voters that he’s 
not afraid of using force. In an interview with The New York 
Times he blamed Bush for dithering as Haitian rebels drove 
elected leader Jean-Bertrand Aristide into exile on Febru- 
ary 29. Kerry said he would have been prepared to send 
troops immediately, as part of an 
international force. 

How would such rhetoric trans- 
late into policy? “He’d make more use 
of international institutions, to build 
them and extend them,” says James 
Lindsay of the Council on Foreign 
Relations, who worked in Clinton's 
National Security Council. “You could 
see more engagement at the UN, see 
more movement on the biological 
weapons convention [and] an over- 
haul of the International Atomic 
Energy Agency.” 

North Korea is another issue on 
which the two candidates differ. 
Both are committed to rolling back 
Pyongyang’s nuclear-weapons pro- 
gramme. Bush insists on multilateral 
talks spearheaded by China, though 
there’s some speculation that he may 
ratchet up pressure on North Korea if 
he’s re-elected in November. In 
December, The Philadelphia Inquirer 
quoted Vice-President Dick Cheney as 
telling participants in a North Korea 
policy meeting that “we don't negoti- 
ate with evil; we defeat it.” 


In contrast, Kerry, a consistent KEEN ON ENGAGEMENT: Kerry in Vietnam, 1992 


supporter of engagement who was 

influential in pressing for normalization of relations with 
Vietnam, says that he would begin negotiating bilaterally 
with North Korea. Arguing that “there’s a deal to be struck” 
with Pyongyang, the Democratic candidate has charged the 
Bush administration with failing to follow through on nego- 
tiations with North Korea launched in the dying days of 
the Clinton administration. 


MISSTEP ON TAIWAN 

Over the years, Kerry has also supported engagement with 
China. However he recently gave a confusing message about 
Taiwan—an apparent mistake that may have reminded a 
candidate who has been criticized for being too formal just how 
carefully he’ll have to speak if he’s elected. During a debate 
with other Democratic candidates in January, Kerry said that 
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the way to resolve the conflict between China and Taiwan “is 
to continue to push, as we did with Hong Kong, Macau and 
other places, for a one China, two systems” solution. 

Kerry’s phrase conflated the one-China policy, under 

which the U.S. recognizes the People’s Republic of China 
as the sole legitimate government of China, and the “one 
country, two systems” formulation, which is China’s pro- 
posal for unification with Taiwan. The comment caused 
angst in Taiwan, says Michael Fonte, a consultant to Presi- 
dent Chen Shui-bian’s Democratic Progressive Party. Kerry 
hasn't repeated the comment, and is unlikely to change 
U.S. policy with regard to Taiwan. 
Bush and Kerry can also be 
% expected to voice similar views about 
trade in order to address anxiety 
among working-class voters in the 
U.S. about the loss of jobs to the likes 
of China and India. Although Kerry 
has supported most recent U.S. trade- 
liberalization legislation, he says he 
will work hard to ensure a “fair play- 
ing field” to prevent job losses over- 
seas. Kerry says he will take a tough 
stance to make sure countries like 
China and Japan provide fair mar- 
ket access and aren't manipulating 
their currencies to bolster exports. 
The Democratic challenger has 
pledged to initiate a review of all trade 
agreements to ensure that U.S. trad- 
ing partners practise worker and envi- 
ronmental protection. 

In the end, analysts don't expect 
the election’s outcome to change 
U.S. trade policy. “Bush turns out to 
be more protectionist than his rhet- 
oric suggests,” says Ivo Daalder, a 
political analyst at the Brookings 
Institution, alluding to Bush's earlier 
tariffs on imported steel and subsi- 
dies for agriculture. “Kerry is far 
more ‘free trade’ than his rhetoric 
suggests, so they’re probably about at the same place.” 

With years of experience on the Senate Foreign Rela- 
tions Committee, Kerry hasn't felt the need to appoint a cadre 
of foreign-policy advisers, as Bush did early in his first pres- 
idential campaign. Who Kerry eventually appoints as the cam- 
paign progresses will reveal much about his priorities. 

The line-up so far suggests Kerry won't radically overhaul 
U.S. priorities in Asia if he defeats Bush. Rand Beers, who 
last year resigned as head of counter-terrorism in Bush's 
National Security Council, serves as top foreign-policy adviser 
to the Kerry campaign. Richard Holbrooke, one-time assistant 
secretary of state for Asia, and Samuel Berger, former national 
security chief and a trade lawyer with long experience in Asia, 
are also advising Kerry. Other former advisers from the Clin- 
ton administration are also scrambling to join the team. = 
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Offshoring: Don’t Fight It 


By Nayan Chanda 


The writer, a former editor of the Review, is director of 
publications at the Yale Centre for the Study of Globalization 
and editor of YaleGlobal Online 


A coalescence of events—the loss of more than 2 million Amer- 
ican jobs and an apparently jobless economic recovery, combined 
with the politicking of a presidential election year—has turned 
offshoring into a hot American political issue, with ramifications 
for Asia. Politicians are rushing to raise legislative barriers to 
stem the flight of jobs from the United States. Yet they may want 
to note that while legislation and negative publicity about “unpa- 
triotic” companies may slow outsourcing, the phenomenon is 
here to stay—and will expand into areas until now almost the 
sole preserve of the U.S. It would be wiser if politicians embraced 
this economic virtue—for it is that—and pondered about how 
to make their country more competitive. 

The search for comparative advantage continues to under- 
pin the modern trend, just as it has since the beginning of the 
U.S. industrial revolution, when American entrepreneurs defied 
Britains technology-export ban and stole the technology to set 
up textile mills in New England. During the past two cen- 
turies, those mills moved to the American south in search of 
ever-cheaper labour. More recently, textile and garment manu- 
facturers have left the U.S. to seek even lower costs in develop- 
ing countries. An icon of America’s garment industry—Levi 
Strauss—closed its last U.S. plant in January. Another shock 
for America’s remaining garment-industry workers will come 
next year when international textile quotas are ended. 


& Does it make sense for American politicians to 
prevent U.S. firms from participating in a post- 
industrial revolution taking place globally? y, 


India, which once held a monopoly as a world supplier 
of cotton fabrics, until being dislodged by the water- and steam- 
powered mills in Britains Lancashire, has largely recovered 
lost ground. Its modernized mills and inexpensive workers are 
ready to step into the U.S. market once quota barriers are 
removed. However painful, further manufacturing job losses 
will only represent the continuation of a process than began 
more than 30 years ago. Indeed, even the outsourcing of 
call-centre jobs is the culmination of a trend over a decade that 
has seen these functions move from high-wage metropoli- 
tan centres to smaller towns, then to rural America and now 
to India and elsewhere. 
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The more worrying factor for America’s highly 
skilled workers is the emerging trend of top-end 
jobs—research and development, and design— 
emigrating. Already, many hi-tech U.S. firms have 
transformed into virtual corporations that design 
products in the U.S. and manufacture them in loca- 
tions such as China, Taiwan, Malaysia or Singapore 
before finally shipping them worldwide. 

But in recent years, these firms have also set 
up R&D and design centres in China, Taiwan, Sin- 
gapore and India. Some of these investments are 
already paying off. General Electric's Bangalore-based 
R&D centre has applied for dozens of U.S. patents, 
and a successful Hewlett-Packard computer server 
was designed in Singapore, developed in Taiwan and 
manufactured in China and India. General Motors 
has shed one-third of its engineers and designers 
to move to a research lab in India. Motorola, which 
recently signed a deal to supply $307 million worth 
of equipment to India’s mobile-phone providers, is 
building one of India’s largest research centres. 

The availability of cost-effective technical 
expertise along with tax and other incentives is driv- 
ing foreign investment in the engineering and 


IT sectors. But rather than blame foreigners, Amer- 


ican politicians should note that to a significant 
degree it is government restriction that is provid- 
ing a lift to new areas of offshore research like 
biotechnology. The U.S. ban on stem-cell research, 
one of the most promising areas of medical tech- 
nology, has meant that only a few privately funded 
programmes in U.S. universities are involved in 
such work, forcing research to go abroad. Singa- 
pore has been at the forefront in this new area of 
stem-cell research, setting up a $287 million gov- 
ernment biotech centre. The world’s major drug 
manufacturers are moving to Singapore. India too 
is hoping to catch the biotech wave. 

The question is not whether outsourcing 
research and design will erode America’s techno- 
logical and innovative advantages. The U.S. remains 
well ahead of the developing world. But the time 
has come for American politicians to take stock 
of massive changes in the world and adopt forward- 
looking policies that will enable the U.S. to main- 
tain its leadership in creativity and innovation— 
rather than to demonize Asian workers. Re- 
searchers in the developing world are honing skills 
priced at a fraction of those in the U.S. Does it make 
sense for American politicians to prevent U.S. com- 
panies from participating in a post-industrial 
revolution taking place around the world? = 
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Wen Sacrifices Growth 
For Stability 


In a bid to relieve pressure from inequalities that 
threaten social stability, China’s leaders unveiled 
policies at the annual National People’s Congress 
(NPC) to slow economic growth and lift hundreds of 
millions of farmers out of poverty. In his first report 
to the NPC since taking his post a year ago, Premier 
Wen Jiabao announced cuts to state investment in 
sectors that provided much of the rapid growth in 
recent years, and forecast 7% growth this year. Also, 
agriculture taxes will be phased out by 2007 and 
official spending will aim to raise rural incomes by 
5% per capita in 2004. The NPC later started dis- 
cussing a constitutional amendment to protect pri- 
vate property for the first time since the 1949 revolu- 
tion. The amendment, due to pass on March 14, 
says: “Private property obtained legally shall not be 
violated.” The NPC will 
also approve amendments 
declaring the govern- 
ment’s respect for human 
rights and enshrining 
former President Jiang 
Zemins theory of the 
“Three Represents” to 
include capitalists in the 
party and government. 


NEW STRESS: Premier Wen Jiabao 
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CHINA HIKES PUBLIC SPENDING ON THE MILITARY. 
Just over two weeks before an election in Taiwan and referendum on Chinese 
missiles aimed at the island, Premier Wen Jiabao said Beijing would do all it 
could to reunite peacefully with Taiwan. But addressing the National People’s 
Congress in the capital, he also repeated that the mainland would not allow 
Taiwan to split from China and said the leadership was “stepping up efforts” 
to ensure the People’s Liberation Army was up to any task. “We will energeti- 
cally carry forward military reforms with Chinese characteristics,” he said. In 
the budget announced at the NPC, military spending rose 11.6%, from 9.6% 
growth in 2003 when the public military budget was 185 billion renminbi 
($22 billion). Analysts said hidden spending makes the real figure far higher. 
Finance Minister Jin Renging said the new funds would promote the “defen- 








sive combat readiness of the armed forces under hi-tech conditions.” | 
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In a sign that investors 
have regained an appetite 
for Internet-linked initial 
public offerings, espe- 
cially from China, wire- 
less-entertainment 
company Linktone traded 
28% above its offer price 
at its United States 
debut. Shanghai-based 
Linktone sells add-on 
services like new ring- 
tones, games, horo- 
scopes and jokes to 
cellphone users in China. 


TOM Online, an Internet 
and media firm backed by 
Hong Kong magnate Li Ka- 
shing, doubled the retail 
part of its initial public 
offering to 20% because of 
strong demand, said a 
source familiar with the 
deal. Offspring of Hong 
Kong-listed TOM Group, 
the company seeks up to 
$195 million) from U.S. 
and Hong Kong listings. 


RETAILING 


French food conglomer- 
ate Groupe Danone said 
China tied last year with 
the United States as its 
third-largest market after 
France and Spain. The 
maker of biscuits, yogurt 
and mineral water had 





ONE OF China’s most 
prominent political 
prisoners, democracy 
activist Wang Youcai 
(left), was released and 
sent to the United 
States. It was the third 
time in a little over a 
week that Beijing was 
lenient to a prisoner on 
a list presented by the 
Bush administration, 
which has indicated it 
will hit out at China’s 
rights record at an 
annual United Nations 
meeting this month. 


sales of 1.1 billion euros 
($1.34 billion) from China, 
a rise of more than 10% 
from 2002 in Chinese- 
currency terms. In euro 
terms, sales fell 7% 
because of the euro’s rise 
against the U.S. dollar. 


Reflecting China’s 
importance both as a 
market and supplier to the 
world’s largest retailer, 
Wal-Mart Stores held its 
annual board meeting in 
China. The board met in 
the city of Shenzhen, Wal- 
Mart’s China headquar- 
ters. Wal-Mart bought $15 
billion worth of goods 
from China in 2003. 


TRADE 


United States President 
George W. Bush refused 
to impose steep restric- 
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BUSINESS DIGEST 





AMBITIOUS PLANS TO BRIDGE POWER GAP 
President Wen Jiabao and economic planners announced a range of 
measures to end energy shortages endangering economic growth. 
They told the National People’s Congress that the government aims 
to put its $20 billion west-to-east natural-gas pipeline project into 
full commercial operation this year, months ahead of schedule. And 
it wants to build 40 gigawatts of power-generating capacity. Ma 
Fucai, president of state-run China National Petroleum Corp., mean- 
while said Beijing still hoped that a planned oil pipeline from Siberia 
would be connected to China, despite a statement from Moscow 
that Russia intended instead to link the pipeline with Japan. “The 
Russian news is nonofficial. We are still waiting for a Russian reply, 
and that is expected after the presidential election,” Ma told 
reporters. Another official said that China aimed to build strategic 
petroleum reserves equivalent to 35 days of crude-oil imports by 
2005. Feng Fei, director of the Industrial Economy Department in 
the State Council’s Development Research Centre, the top gov- 
ernment think-tank, said that the reserves would be raised to 50 
days’ worth of crude-oil imports by 2010. 


_ FOREIGN BANKS REPORT TOTAL OPERATIONS 
Tightening supervision before foreign banks are free to do business 
in China in 2007, the China Banking Regulatory Commission will 
require foreign banks to reveal their consolidated operations from 
April 1. The CBRC said foreign banks should report their branches’ 
operations as a whole twice a year rather than treating each branch 
as a single unit, which made it impossible to get a picture of a bank’s 
total operations. It said reports must specify banks’ major clients, 
bad-loan provisions and their cash-flow, among other requirements. 


RETAIL SALES UP ALMOST 12% IN JANUARY 
The value of retail sales rose 11.8% in China in January from a year 
earlier to 456.9 billion renminbi ($55.2 billion), a National Bureau of 
Statistics spokesman said. Market forecasts had centred on an 11% 
annual rise in January because of the traditional shopping spree con- 
nected to the annual week-long Lunar New Year holiday. In Janu- 
ary 2003, retail sales rose an annual 10% before a downturn because 
of the outbreak of Severe Acute Respiratory Syndrome. 


HONG KONG SEEKS NEW ECONOMIC BOOST 
The China Daily said the national welfare fund, which has approval 
to invest overseas, was expected initially to pour 5 billion renminbi 
($604 million) into Hong Kong markets. But it added that it was 
expected to take some time for the investment plan to be imple- 
mented. Hong Kong Chief Executive Tung Chee-hwa meanwhile said 
the city’s economy could grow by 6% this year, thanks to an eco- 
nomic-stimulus package from Beijing. The estimate by Tung com- 
pared with a forecast by economists of a 7.8% gain in GDP this 
year. In another development, state media said Beijing would lift 
travel restrictions for more mainland residents to boost Hong Kong’s 
economy. Residents in seven or eight cities in the Chinese provinces 
of Jiangsu, Zhejiang and Fujian would be allowed to travel to Hong 
Kong as individuals by the latter half of this year, China Daily said. 












== mem i e e emo ~~ =-=- ~ aaa | 


Elsewhere in the REviEw: 
Renminbi Revaluation: A Real Balancing Act (page 46) 


ë 
| 
| 


al Bee oe A er a ES ase j 








hA 
v 


tions on pipe fittings from 
China. The U.S. said relief 
would be ineffective 
because imports from 
elsewhere would replace 
Chinese imports. The 
U.S. International Trade 
Commission meanwhile 
rejected a request from 
U.S. bed-spring makers 
for protection against 
Chinese manufacturers. 


DIPLOMACY 





China is looking for “as 
many friends as possible” 
across the world as part 
of its diplomatic ascent to 





FRIENDS: Minister Li Zhaoxing 


help its domestic devel- 
opment, Foreign Minister 
Li Zhaoxing said. “The 
more friends China has, 
the better,” he told a 
Beijing news conference. 


HIV 
Five HIV-positive pick- 
pockets who threatened 
to infect their captors 
were jailed for up to 
three-and-a-half years in 
the eastern city of 


Liifia D 1EM 


Hangzhou, officials said. 
They had said they would 
pass the virus to victims 
or police to avoid arrest. 


BRITAIN 


A court in the southern 
city of Guangzhou sen- 
tenced a Hong Kong- 
based British citizen to 
life in prison for spying. 
Chan Yu-lam, 53, is a 
former employee of the 
Hong Kong bureau of 
China’s official Xinhua 
news agency, which acted 
as China’s unofficial 
consulate before the 
British colony returned to 
mainland rule in 1997. He 


; was found guilty of 


supplying the British with 
information on the Hong 
Kong branch of Xinhua. 
But his wife, Zhao Dong- 
dong, said the charges 
were fabricated. She 
accused officials of 
mistreating her husband. 


CHIPS 


Semiconductor Manufac- 
turing International Corp. 
(SMIC), China’s largest 
chip maker, said it had 
filed a motion in the 
United States to dismiss 
Taiwan Semiconductor 
Manufacturing Co.’s 
claim for patent infringe- 
ment. Shanghai-based 
SMIC is selling 28% of its 
shares in the world’s 
third-largest initial public 
offering so far this year. 


HIV THIEVES: Police escort the RISKpOCKELS | to court 
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Honc KONG 


A Patriotic Brawl 
Over Democracy 


A row ignited by Beijing questioning the patriotism of some pro-democracy legislators in Hong Kong 
turns personal and prompts strong support for democracy and freedom from the Bush administration. 


If China pushes any harder, it could damage business confidence in Hong Kong 


CHINA'S VICE-MINISTER for Commerce 
An Min appeared unfazed that the patri- 
otism debate Beijing had unleashed in 
Hong Kong was getting out of hand. On 
March 7, An labelled veteran Hong Kong 
Democratic Party lawmaker Martin Lee a 
traitor for testifying three days earlier to 
a subcommittee in Washington on the 
need for full democracy in the former 
British colony. “To go to foreigners for Chi- 
nese affairs, isn’t that betraying the coun- 
try?” An angrily asked reporters on the 
sidelines of the annual session of China’s 
National People’s Congress (NPC) in Bei- 


ON THE ROAD TOA 
BIGGER COLLISION 


A fight over democracy in 
Hong Kong is deepening 
for related reasons: 


e Beijing takes a tough line 
on who is a true patriot 


e Democracy activists 
testify in the U.S. Senate 


e Washington warns rela- 
tions with Beijing may 
suffer over Hong Kong 
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By David Lague/Honc KONG AND Susan V. Lawrence/WASHINGTON 


jing. For good measure, An hit out at Lee’s 
late father, Li Yin-wo, a former Nationalist 
Party general, because he “opposed” the 
Chinese Communist Party. 

An's outburst apparently reflected 
hopes in Beijing that attacks on top 
democrats would undermine a grounds- 
well of support for political reform in 
Hong Kong since a march by 500,000 
demonstrators on July 1 last year. Bei- 
jing looks to have opted for direct con- 
frontation as the best way to block dem- 
ocratic reform. This may frighten some, 
but is just as likely to stir up a hornet’s 


U.S. ATTENTION: Martin Lee (centre) testifies as James To (right) and Lee Cheuk-yan look on 


nest of mass protests. And new unrest 
coming up against a harder line dictated 
from the capital would surely weaken 
business confidence in Hong Kong, 
China’s wealthiest and most open city. 
The tougher tone from Beijing was 
sounded as Taiwan's President Chen Shui- 
bian looked as if he had a fairly good shot 
at winning a second term in the presiden- 
tial election on March 20. In contrast to the 
harsh words over Hong Kong, Beijing has 
shown restraint over Taiwan in the hope 
that Washington will curb Chen's inde- 
pendence ambitions, and because the 
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PEOPLE POWER: 


Pro-democracy protesters 
outside the Legislative 
Council building in 

Hong Kong in January 


mainland’s past sabre-rattling during Tai- 
wan elections backfired. In turn, Wash- 
ington cooperated with Beijing on Taiwan, 
especially as China was holding out hope 
of peacefully resolving the crisis with North 
Korea over its nuclear arms. 

But for both Beijing and Washington, 
Hong Kong is a different kind of issue 
from Taiwan. Beijing hit out against Amer- 
ican interference, and it was clear from the 
warmth of Lee’s reception in Washing- 
ton that in a U.S. election year the Bush 
administration couldn't be seen to be weak 
on basic freedoms. The administration 
used Lee’s testimony to pledge that U.S.- 
China relations would be harmed if 
democracy and freedom suffer in Hong 
Kong. It wasn't what Beijing, looking in 
danger of painting itself into a corner on 
both Taiwan and the former British colony, 
wanted to hear at all. 

Hong Kong Chief Executive Tung 
Chee-hwa had already made it clear that 
Beijing resisted demands for full democ- 
racy in the near future by warning that 
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progress would be slow. “Hong Kong’s 
constitutional development cannot reach 
the sky ina single step,” Beijing-appointed 
Tung told NPC delegates and government 
advisers at a reception in the capital. “It 
must be gradual and take full account of 
Hong Kong’s actual situation.” 

For democrats, this virtually ruled out 
any possibility of a popular election in 
2007 for the chief executive and a Leg- 
islative Council elected directly from geo- 
graphical constituencies in 2008. These 
changes were technically possible under 
the Basic Law, Hong Kong’s mini-con- 
stitution. But after An's outburst, a new 
collision looked increasingly inevitable. 
The annual commemoration in Hong 
Kong of the June 4, 1989, crackdown on 
pro-democracy protesters in Tiananmen 
Square is a key date for fresh protest and 
plans are under way to hold another mas- 
sive demonstration on July 1, the sev- 
enth anniversary of Hong Kong’s han- 
dover from Britain. 

Also, democrats are gearing up to 
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campaign for elections to the Legislative 
Council on September 12. Some key 
democrat lawmakers believe they have a 
real chance of gaining a majority in the 
60-seat chamber despite an electoral sys- 
tem heavily tilted in favour of pro-Beijing, 
pro-business candidates. For some ana- 
lysts, the danger of losing control of the 
Legislative Council partly explains why 
Beijing decided on a tougher line after 
more than six years of relative tolerance 
toward Hong Kong. Beijing’s new aim, 
the analysts believe, is to send a strong 
warning to voters, particularly middle- 
class professionals and business people, 
that the democrats are a threat to national 
unity and future prosperity. 

Beijing's hostile reaction, however, pro- 
pelled Lee back into the limelight. The 65- 
year-old stepped down as Democratic Party 
chairman in 2002, weary after decades 
of leading the fight for democracy along- 
side the burdens of a legal career. Typically, 
he was restrained when questioned about 
An's attack on his family. “I think he >} 
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was over the top,” a smiling Lee said on 
arriving back in Hong Kong. “Itis all right 
to abuse me but not my father who has 
long been dead. Calling me a traitor was 
already too much. Criticizing my father 
was way too much.” Lee pointed out that 
his father earned his patriotic credentials 
by fighting the Japanese. He added that 
his father was close to former Chinese 
Communist Party leader Zhou Enlai 
despite their political differences. 

An's comments reinforced a suspicion 
among democrats in Hong Kong that 
when Chinese leaders talk about patriot- 
ism, what they mean is loyalty to the party. 
The historical link between Lee’s father 
and China’s revolutionaries is a reminder 
that the political crisis in Hong Kong 
has far wider implications than the make- 


up of the city’s electoral system. In many 
respects, it is part of a long-standing con- 
test for power in China and the future 
of the party’s monopoly on power. Clearly 
Beijing fears that allowing democratic 
reform in Hong Kong would threaten sta- 
bility on the mainland. There are signs 
that Hong Kong’s demands are attracting 
considerable sympathy among Internet 
dissidents in China. To back down in the 
face of pressure in Hong Kong would sig- 
nal the party lacked the will to stamp out 
challengers of its authority. 


ON WASHINGTON’S AGENDA 

The pressure for change from Hong Kong 
is forcing the party leadership to respond 
to challenges they never face at home. 
An was clearly rattled by aggressive ques- 


tioning from Hong Kong reporters deter- 
mined to make him explain his attack on 
the Lee family. And, unlike on the main- 
land where the party’s judgments are 
mostly published without criticism, lead- 
ers’ pronouncements in the patriotism 
debate are vigorously debated and even 
openly ridiculed in Hong Kong. 

Those invited to testify in Washing- 
ton—Lee, fellow lawmakers James To and 
Lee Cheuk-yan and human-rights activist 
Law Yuk-kai—drew more attention to 
China’s closed political system. Martin 
Lee pointed out that Beijing condemned 
their visiting the U.S. but at the same time 
banned himself and other democracy 
activists from visiting the mainland. “I 
have two dreams,” Lee said. “My dream 
of democracy and my dream of returning 


AN OLD CHAMPION OF DEMOCRACY IS REVIVED BY ATTACKS 


as an effective lawmaker and the democ- 
racy movement's international spokesman. 
The latest furore only seems to have revived 
his strengths as an advocate. To the Review 
in Washington, he was calm, soft-spoken, 
courteous, precise and relentlessly upbeat 
about the long-term future. He carefully 
positioned himself as in favour of the “one 
country, two systems” principle of Chinese 
rule over Hong Kong and opposed to Tai- 
wan’s independence. 

In his congressional testimony, Lee 
also demonstrated the political shrewd- 
ness that makes him such a dangerous 
enemy for Beijing. He argued that amid a 
continuing political crisis, democracy in 
Hong Kong was essential to protect the 
city’s freedoms and the rule of law. And, he 
drew on the words of China’s top leaders 
to support his case. Lee noted Chinese 
President Hu Jintao told the Australian parliament last year 
that “democracy is the common pursuit of mankind.” Added 
Lee: “I couldn’t agree more.” 

Comments a senior State Department official: “We were 
very interested in what Martin Lee had to say. He said a lot 
of things that | think Beijing would be heartened by . . . He 
wants ‘one country, two systems’ to work. He has optimism 
in the new leaders [in Beijing] . . . He gave us some ideas we 
can work with.” 


Martin Lee adopted a lower profile in Hong 
Kong after resigning as Democratic Party 
leader in December 2002, but Beijing 
clearly understands his importance in 
Hong Kong’s fight for democracy. The cen- 
tral government's efforts to discredit him 
by branding him a traitor shows that Lee, 
with his strong links to the local estab- 
lishment and the powerful Catholic 
Church, remains one of the most influen- 
tial players in Hong Kong politics. And chal- 
lenging the patriotism of Lee’s father, the 
former Kuomintang or Nationalist Party 
Lt.-Gen. Li Yin-wo, shows that the leader- 
ship believes it is dealing with opposition 
to Communist Party authority that pre- 
dates the current generation. 

When Lee handed over leadership of 
the Democratic Party to Yeung Sum, he 
appeared to have lost much of the fire and 
passion that made him an international figure in the run-up 
to Hong Kong’s 1997 handover. For many, he is best remem- 
bered for his defiant pledge in the first hours of Chinese rule 
to return to the Legislative Council when Beijing dismissed the 
chamber and appointed a provisional body as its first act as 
the new sovereign power. Lee did return at the next election, 
but it was clear that the unrelenting pressure of political 
leadership and his heavy workload as one of Hong Kong’s lead- 
ing barristers had taken its toll. 

However, the polished and articulate Lee continued to serve 
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CAMPAIGNING LAWYER: Martin Lee 
speaks before flying to the U.S. 


David Lague and Susan V. Lawrence 
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to the homeland. We are elected accord- 
ing to the rules of the Basic Law and 
yet we are not allowed to return to our 
own country.” Lee Cheuk-yan rejected 
the accusations of disloyalty. “We are not 
really asking for foreign intervention,” 
he told the Review. “We are asking for 
world opinion to support us and we 
believe the leaders [of China] do listen to 
world opinion.” 

Part of the reason China’s leaders 
reacted so angrily to the democ- 
rats’ appearance before a sub- 
committee of the U.S. Senate’s 
Foreign Relations Committee 
on March 4 is that it put Hong 
Kong firmly on Washington's 
foreign-policy agenda. By bring- 
ing in the democrats, subcom- 
mittee Chairman Sen. Sam 
Brownback succeeded in draw- 
ing Hong Kong’s troubles to the 
attention of key players in the 
administration. In a presiden- 
tial election year, with no one 
wanting to be painted as bow- 
ing to Beijing over democratic 
aspirations, the Hong Kong 
group found doors open to 
them. They had separate meet- 
ings with Secretary of State 
Colin Powell, National Security 
Adviser Condoleezza Rice, 
Deputy Secretary of State 
Richard Armitage, and the State 
Department's lead official for 
human rights, Lorne Craner. 

Brownback invited Randy 
Schriver, the State Department’s deputy 
assistant secretary of state for East Asia 
and the Pacific, to testify. In addition to 
raising its concerns privately with Beijing, 
the U.S. government has spoken out pub- 
licly about developments in Hong Kong 
for months, but had largely allowed its con- 
sul-general in Hong Kong, James Keith, to 
do the talking. Notwithstanding U.S. coop- 
eration with China on North Korea, 
Schriver at the hearing took a strong stand 
in support of Hong Kong democracy and 
warned: “U.S.-China relations will suffer 
if the cause of freedom and democracy 
in Hong Kong suffers.” 

“What’s important at this juncture is 
that the Hong Kong government con- 
sult fully with the people of Hong Kong 
on measures to move forward on democ- 
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ratization and toward a government that 
more fully represents the people of Hong 
Kong,” he said. Schriver praised the Tung 
administration for withdrawing contro- 
versial security legislation after the July 1 
protest and urged it to listen to demands 
for universal suffrage. He also hit out at 
the patriotism debate. “An unproductive 
debate about who is more patriotic or less 
patriotic or if there is foreign interference 
in Hong Kong’s development is at best a 
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ANOTHER PATRIOT: Vice-Minister An Min denounces Martin Lee 


diversion but, more troubling, could actu- 
ally be destructive to Hong Kong’s polit- 
ical evolution and political process.” 

Brownback, who earlier was critical of 
the administration for being insufficiently 
vocal over democracy in Hong Kong, 
praised Schriver’s testimony as “very clear 
and very forthright” and “a strong posi- 
tion.” The Hong Kong democrats also 
appeared satisfied with their reception by 
top officials. “They certainly appeared to 
me to be very concerned about the recent 
developments in Hong Kong, and they 
give the impression that they do care,” 
Martin Lee told the REVIEW. 

For Lee Cheuk-yan, the symbolism of 
the meetings was most important. “I 
think it is the scheduling of the meeting 
itself that is important rather than what 


came out of the meeting,” he says. 

The Hong Kong democrats flew 
home, but Beijing can't relax. The U.S. 
administration is due to weigh in again 
on Hong Kong at the end of March, when 
the State Department must submit to 
Congress its annual report on Hong 
Kong, as required by the 1992 U.S.-Hong 
Kong Policy Act. The last report was 
released in April 2003, before the July 1 
march and Beijing’s subsequent efforts to 
delay Hong Kong’s move 
toward expanded democracy. 
The report’s format includes 
. sections on autonomy, the polit- 
= ical system and civil liberties. 

This year’s report will almost 
certainly include criticism on all 
three counts, and will further 
anger Beijing. 

The U.S.-Hong Kong Policy 
Act includes a provision under 
which, if the president deter- 
mines that Hong Kong’s auton- 
omy is seriously eroded, he can 
suspend another provision allow- 
ing the laws of the U.S. to con- 
tinue to apply to post-1997 Hong 
Kong as they did before the han- 
dover that year. 

Martin Lee cites this clause 
as a justification for the U.S. tak- 
ing an interest in Hong Kong’s 
affairs. He notes that the act 
“gives power to the U.S. presi- 
dent to stop everything if he 
takes the view that it is no 
longer ‘one country, two sys- 

tems,’ but ‘one country, one system.” Con- 
servatives in Washington have begun 
hinting that this presidential determina- 
tion clause could be used as leverage 
against China. 

Lee Cheuk-yan says that he has no illu- 
sions about what concretely the U.S. 
might do to help the cause of democrati- 
zation in Hong Kong because “I think for 
them, these world leaders, of course they 
have other interests in mind.” But he says 
that Schriver’s statements at the Wash- 
ington hearing helped. “If more govern- 
ments say the same thing, it would be 
an indication that we have the support 
of the world,” he says. “And it is always 
good to feel that you have the support of 
the world community, [rather] than hav- 
ing to fight it out alone.” = 
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Get ready for telecoms riches from India. Finally, the country is ringing in cellular-phone 
regulatory changes and is ripe for rapid growth. That’s got investors, telecoms players— 
and consumers—salivating 


By Joanna Slater/ MUMBAI 





FOR SIXTY YEARS, Vilas Vithal’s family 
has sold vegetables in a narrow lane in 
central Mumbai. Last month, he added 
a new sales tool to his cart piled high with 
okra, eggplant and cauliflower: a cell- 
phone. The 24-year-old, who earns about 
$90 a month, is the first person in his 
family to own one and says he’s using it 
to arrange home deliveries for customers. 
“Money was tight,” he says. “But I was 
saving for this phone.” 

As more working-class Indians like 
Vithal go mobile, India’s cellular market 
is finally fulfilling its potential. After years 
of healthy but unspectacular expansion, 
lower prices and rising incomes are 
translating into explosive growth. This 
year, the number of cellular users is 
expected to nearly double to 56 million 
from about 29 million, according to 
research firm Gartner. By 2006, the 
number is likely to double again. 





That’s turning India into one of the 
world’s hottest markets for hand-phone 
makers, telecoms-equipment suppliers 
and investors. 

“I see no demand constraint” to future 
growth, says Pradip Baijal, head of the 
Telecom Regulatory Authority of India, 
which oversees the sector. “If we have 
62 million cars, we can surely have 100 
million cheap cellphones.” 

For would-be players, tapping the 
potential of India’s telecoms market has 
long been constrained by a drawn-out 
regulatory battle between two different 
types of wireless operators that took their 
dispute all the way to the country’s 
Supreme Court. 

Investors such as Swisscom and 
Britain's Vodafone decided to leave 
India’s sticky regulatory issues behind in 
search of more stable business environ- 
ments. But last November, the govern- 
ment ended the acrimonious dispute by 
introducing a new form of telecoms 
licence. Then, on February 22, New Delhi 
cleared the way for a round of much- 
needed consolidation among the coun- 
try’s 13 cellular operators. 

India is now notching up more than 
2 million new cellular subscribers a 
month, a figure that’s likely to increase 
next year, compared to about 5 million a 
month in China. This year, cellular con- 
nections in India will outstrip fixed-line 
hook-ups for the first time. 


WHAT NEXT FOR 
INDIA’S TELCOS? 


Now that the major 
hurdles are down, 
expect more change in 
the mobile market: 


e Consolidation, as telcos 
battle for a bigger slice 
of India’s mobile pie 


e Soaring subscriptions 


e Easing of the cap on 
foreign investment 





when the government ended a feud 
between two categories of telecoms- 
licence holders. The first had paid sig- 
nificant fees to the government to obtain 
the right to offer fully fledged cellular 
service; the other group held a consider- 
ably cheaper licence to provide mobile- 
phone services only within a specific area, 
usually a city. 

Companies in the first category 
accused those in the second of exploit- 
ing a regulatory loophole as a cheap way 
into their business—and then ignoring 
the fact that their service was only author- 
ized if limited in scope. 


THIS YEAR, CELLULAR CONNECTIONS 
IN INDIA WILL OUTSTRIP FIXED-LINE HOOK-UPS 
FOR THE FIRST TIME 


Kobita Desai, a senior analyst at Gart- 
ner in Mumbai, says foreign institutional 
investors have shown increased interest 
in India’s telecoms sector in recent 
months. And equipment makers, includ- 
ing United States-based Lucent Tech- 
nologies, and hand-phone manufacturers 
such as Finland’s Nokia, have already 
identified India as a key market. “The 
most critical regulatory hurdle is behind 
us,” says Desai. 

The breakthrough came in November, 


MUST-HAVE: Indians are signing up in droves 
for mobile phones 


The first group—among them India’s 
largest conglomerate, Reliance Indus- 
tries—argued that allowing more players 
to provide full cellular service was 
beneficial for the market's overall devel- 
opment. Essentially, the government 
agreed. It erased the distinctions between 
the two services and obliged companies 
that held a limited-mobility licence to pay 
a penalty. 

“That whole cloud of uncertainty has 
been removed,” says Akhil Gupta, joint 
managing director of India’s second-largest 
cellular operator, Bharti Tele-Ventures, a 
publicly listed cellular and telecoms >> 
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| INNOVATION 


GETTING CONNECTED... 


India’s wireless subscribers, using both GSM and CDMA handphones, 
are set to overtake fixed-line subscribers 
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company in which state-owned Singapore 
Telecom holds a 27% stake. 

The resulting new competitive land- 
scape means cheaper prices for con- 
sumers. “The best place to be a telecoms 
consumer in the world is India,” says 
Ramesh Venkataraman, a partner at con- 
sultancy McKinsey & Co. in Mumbai. 
“Customers can get most services they 
want dirt cheap.” 

Last July, for example, Reliance Info- 
comm, the telecoms venture of Reliance 
Industries, made a special offer allowing 
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... BUT STILL A WAY TO GO 
Penetration rates in Asia-Pacific 
(2003) show India still trails 
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a customer to pay about $11 up front 
for a phone and $10 each month after 
that for rental and a certain number of 
minutes. Consumers responded in 
droves. Reliance Infocomm has registered 
7 million subscribers after a little more 
than a year in business, making it the 
largest cellular operator in the country. 
All of Reliance’s subscribers, however, 
took the phone first and were billed later, 
unlike many cellular users in India, 
where they commonly buy prepaid phone 
cards. Recent reports in the local media 


have suggested that some Reliance sub- 
scribers have failed to pay their bills and 
experienced a rash of billing errors. A 
Reliance Infocomm spokesman denied 
the reports, saying the company’s rate 
of delinquencies and billing errors 
were within the industry average. A poll 
conducted in India in October 2003 
by industry magazine Voicew Data-IDC 
found that 24% of the Reliance sub- 
scribers surveyed had reported billing 
problems, the highest percentage of any 
wireless operator. “Based on anecdotal 


MOBILE MANIA: NOW INDIA PLAYS CATCH-UP 


It’s about time, India. For the past decade, the country 
dazzled the rest of the world with the skill and education of 


of Mongolia, Vietnam and Cambodia in cellphone use. 
Of course, with more than 1 billion people, growing its 


its engineers and the rise of its hi-tech industry. But the slow 
development of its cellular-phone industry puzzled many 
global telecoms executives. 

“| don’t understand why it’s not a large market already,” 
Tom Engibous, chief executive of Texas Instruments Inc., 
said at a trade conference in Taiwan last September. 

His own company, the leading maker of chips that run 
cellphones, employs 900 engineers in Bangalore, including 
some who are working on chips for the most advanced 
third-generation, or, 3G wireless phones just rolling out in 
other parts of the world. 

As recently as a year ago, India still trailed the likes 
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market is not easy. Its jump to 29 million subscribers last 
year from 12 million in 2002 boosts cellphone use to nearly 
3% of the population. 

Still, cellphone use is much farther along in Asia’s other 
giant nation, China. With about 180 million people using 
250 million subscriptions (many purchase separate 
subscriptions to use in different cities), market penetration 
there is around 20% (see chart above). 

The difference? China’s government resolved key 
regulatory issues several years ago, assigning just two 
companies, China Mobile and China Unicom, to offer 
cellular services. Evan Ramstad 
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evidence, they've had a lot of billing 
issues,” says Sanjay Chawla, a telecoms 
analyst at Kotak Securities in Mumbai. 
“But they should be able to sort it out and 
be a very formidable competitor.” 

For overseas investors, the only 
remaining hurdle to the Indian mar- 
ket is the cap on foreign investment in 
local telecoms concerns, currently 49%. 
In January, the government agreed at a 
cabinet meeting to discuss a move to 
increase the cap to 74%. But it post- 
poned the matter at the last minute due 
to concern over security risks associated 
with foreigners controlling telecoms 
ventures and political manoeuvring 
ahead of upcoming national elections. 
Industry executives, however, say they 
expect the government to return to the 
proposal soon after the polls conclude 
in mid-May. 

The telecoms sector badly needs 
foreign funds, say industry executives. 
“For any industry with the potential to 
grow from 30 million to 200 million 
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subscribers in three to four years, you've 
got to bring in investment,” says Bharti’s 
Gupta. He adds that Bharti will look to 
listing abroad when the foreign-invest- 
ment cap is increased. 

Currently, Hong Kong’s Hutchison 
Whampoa controls a cellular business 
in India, while AT&T Wireless has a small 
stake in another. At least one cellular giant 
has indicated that it’s looking closely at 
India: Arun Sarin, chief executive of 
mobile titan Vodafone, has indicated his 
company would look at making an acqui- 
sition. “It’s a large market, so we can't 
ignore a large market,” said Sarin 
recently. “But my view is that it is going 
to have to consolidate more.” 

Industry experts agree. They say that 
over the next year or so, the field will nar- 
row from 13 to five or six main competi- 
tors, and mergers and acquisitions will be 
the way to go. In late February, the gov- 
ernment lifted a restriction on companies 
merging with or acquiring competitors 
within the same geographical area, clear- 

































ing the way for a round of deals. For” 
growth to take off, “you must have aggres- 
sive companies with healthy finances,” 
says Pradip Baijal at the regulatory author- 
ity. “The financial position of some ope 
ators is very bad and they're looking for 
mergers and acquisitions.” 

The heavyweights likely to do the” 
acquiring include Bharti, Reliance Info- 
comm and Tata Teleservices, and the 
state-run Bharat Sanchar Nigam and 
Mahanagar Telephone Nigam. That 
doesn't leave much room for manoeuvre 
for the smaller companies that pioneered 
the cellular industry in the country. — 

“The entrepreneurs who really created 
the industry, who invested real capital 
throughout regulatory uncertainty, hav 
been short-changed” by governmen 
decisions, says an executive at one wire 
less operator, who declined to be named. 
As for his company, he says, “We'll con: 
tinue the business; at the end of the da! 
there will be a value assigned, and people 


od 


will fight for us.” = 
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LOOSE 


BY JEREMY WAGSTAFF 





My Mobile, 
My Master 


It’s official: We’re slaves to our mobile phones. We eye them 
constantly for calls and texts, get riled if they don’t ring— 
even the bath won’t come between us. Are we sad, or what? 


WE ALL KNOW THAT mobile phones, cellphones, 
hand-phones, whatever we want to call them (and 
shouldn't we all be calling them the same thing?) 
are changing our lives. But it takes a good old-fash- 
ioned survey to wake us up to the glaring reality: 
They have changed who we are. 

If someone had said to you 10 years ago that, 
in 2004, the majority of people would consider their 
mobile to be an “extension of their personality,” you 
would have been forgiven for looking sceptical and 
saying: “What's a mobile?” And yet that’s exactly 
what German electronics giant Siemens found in 
a recent survey: Across Asia, sizeable percentages of 
folk believe their cellphone and its contents—music, 
games, contacts and messages—form an extension 
of themselves. Heaven only knows what we'll be say- 
ing in five more years. Perhaps we'll be sending cell- 
phones to represent us in meetings, on dates, and 
make speeches on our behalf at the United Nations 
General Assembly. 

I’ve talked before about how the mobile phone 
has changed the way we behave (Excuse Me, My 
Egos Ringing, Jan. 31, 2002). But perhaps we don't 
realize how much we have become its slave. Con- 
sider other elements of the Siemens Mobile Survey: 
With the exception of Australia, in every country sur- 
veyed the majority polled said they would go back 
for their phone if they left it at home (in Australia 
it was a respectable 39%). If you've endured the traf- 
fic in Indonesia, Philippines and India, you'll know 
what kind of sacrifice some two-thirds of those polled 
are making. I cant think of anything I would go back 
for—except my wallet, maybe, or my clothes. 

And even if we remember to bring it, we're still 
not happy. Many of us get antsy if it hasn't rung or 
a text message hasnt appeared for a while (a while 
being about an hour). Once again, of those polled, 
Indonesians (65%) and Filipinos (77%) get partic- 
ularly jittery. Australians are more laid back about 
this (20%), but every other user in Asia seems to be 
glancing at the phone every few seconds. This sta- 
tistic, I have to say, is highly believable, and the 
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instinct highly annoying. There’s nothing worse than chatting to 
someone who constantly checks his or her hand-phone. Except 
when I do it, of course. 

If you want proof that we're not in control of our gadget, ask the 
question: Would we drop everything to answer its call? Sadly, yes. 
Most Chinese users (81%) would. In fact, the majority of users in 
every country polled, except Australia, would pick up their mobile 
ifit started ringing. Perhaps this shouldn't surprise us: Nearly two- 
thirds of China’s users polled plan most of their social activities via 
mobile phone, and a quarter of Indians surveyed yak on theirs while 
having a bath or a massage. Is nothing sacred? 

All this is taking a toll on our relationships. More than half 
the Indonesians polled would ask their loved ones who the text mes- 
sage they had just received was from. Again, this is unsurprising: 
Mobile phones are making flirting risk-free. Nearly a quarter of 
Indians polled said they would often send a message to an unknown 
number hoping to meet someone new. Interestingly, Indians are 
also the most likely to use their camera-phone to take a photo of 
someone without their knowledge. Meanwhile, a lot of folk save 
cherished text messages, though whether it’s for memory’s sake or 
legal purposes is not clear. Cellphones allow us to be in constant 
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touch with our loved ones, which can mean different things depend- 
ing on the state of your relationship(s). More than half the Filipinos 
polled send text messages to or phone their loved ones “plenty of 
times a day.” The figure is only slightly lower elsewhere. Call me 
unromantic, but I can imagine constant beeping from one’s loved 
one might wear thin after a while. 


GET A LIFE 

Then there’s the fact that mobile phones are not only enslaving 
the user, they're trampling the rights of everyone else. Around a 
third of folk polled acknowledge they get so engrossed in mobile 
conversations that they're often unaware of speaking loudly while 
discussing their private lives in public. At least most of us agree 
on one thing: With the exception of China, Hong Kong and Tai- 
wan, the increasing usage of mobile phones has led to a decline 
in courtesy and considerate behaviour. You bet. 

The bottom line here is that we are more than a little bit out 
of control. Mobile phones are great, but if we allow them to dom- 
inate our lives to this extent—interrupting conversations with those 
around us to take a call, staring at our phones rather than relat- 
ing to the world and people around us, sending flirty text messages 
to random numbers—then I can only assume that in another 10 
years, society as we know it will no longer exist. All we'll see is a 
blur of digital data going out and having all the fun, socializing, 
falling in love and taking sneaky pictures of each other. 

More musings, updates and rants at my blog: 
http://looosewireblog.com 


ARE YOU BEING SPOOFED? 





I’ve written a lot about viruses and 
other scary stuff in recent weeks; 
now here’s something to set your 
mind at ease. Viruses nowadays 
usually come from what are called 
spoof addresses. These e-mail 
addresses are usually pilfered 
from the address books of infect- 
ed users, and then added random- 
ly to the “from” field of virus-laden 
e-mails. This is done for a couple 
of reasons: to hoodwink the recip- 
ient into thinking they are normal 
e-mails from someone they know; 
and so that if the e-mail doesn’t 
reach its target, it may still cause 
some damage. That’s because 
most e-mail servers (the comput- 
ers that handle, forward, redirect 
or check e-mail) return to the 
sender e-mails that don’t reach 
their intended recipients. So, if 
your e-mail address was (a) in 
someone’s else’s address book, 
and (b) that person’s computer 


got infected, chances are there 
are virus-laden e-mails out there 
that look as if they came from 
you. If that has happened, there’s 
a strong chance that an e-mail 
server has found the virus, 
stripped it out, looked inside it to 
see whose name is in the “from” 
field and then, automatically, sent 
a nasty note to that person. I’ve 
said it before and I'll say it again: 
Because viruses and spam are 
spoofing the “from” field in e-mails 
this is no longer a smart thing to 
do. If you start getting nasty notes 
accusing you of sending viruses, 
don’t panic. Chances are you’re 
not, but just to be certain, run a 
check using something like 
TrendMicro’s free Housecall 
(http://housecall.trendmicro.com/). 
If you’re in the clear, ignore the 
scolding messages, and hope that 
one day some technician wakes 
up and turns them off. 
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| Innovation 


Sweet Smell 
Of Success 


French women may be surprised to know who’s 
behind one of their best-selling perfumes. A 


South Korean cosmetics maker? Mais oui! 


By Kim Jung Min/SEOUL 


is the fifth-most popular perfume in 

France. It is named after a French fashion designer, formu- 

lated by French fragrance experts, sold in an apple-shaped 

bottle crafted by a French artist and conspicuously stamped 

“Made in France.” But the company behind this chic new 
brand is South Korean. 

AmorePacific is based in Seoul, 9,000 kilometres away 





« hae 3 3 


CITADEL OF SCENT: AmorePacific’s perfume is No. 5 among the fragrances sold at French department stores like Galeries Lafayette in Paris 
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from Paris, and light years away in terms of fashion. The 
company, Korea’s biggest cosmetics maker, started its overseas 
expansion peddling cheap make-up to women in developing 
countries from Thailand to Ethiopia. But since the launch 
in 1997 of its French fragrance, AmorePacific has wafted 
quietly into the major leagues by cracking the market where 
it counts: In image-obsessed France, Lolita Lempicka outsells 
even Chanel's Allure and Yves Saint Laurent’s Opium, which 
retail at a similar price. 

How did a Korean company achieve such a feat? By going 
native—and hiding its background. “We didn't want people 
to associate Korea with our brand,” says Catherine Dauphin, 
a veteran perfume-industry executive who helped to 
develop Parfums Lolita Lempicka and now markets the 
line for Pacific Europe, AmorePacific’s wholly owned Euro- 
pean subsidiary. “The success of Lolita means a lot for us,” 
says Dauphin. “It gives us an opportunity to become a global 
player like Chanel.” 

AmorePacific’s sweet-smelling success overseas puts it at 
the leading edge of a trend among companies from Korea, 
China and elsewhere in Asia that are turning themselves 
into international players by globalizing once-provincial 
brands and workforces. Korea’s Samsung Electronics is one 
other obvious success story. Samsung, which makes semi- 
conductors, cellphones and consumer electronics, ranked 
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A thin line separates fame and recognition. 
It’s called the Asia Business Leader Awards 2004. 


Vision, foresight and unwavering commitment to stay on top of the 
competition. This is the profile of a true business leader. 


And there’s only one world-class event in Asia that recognises and 
rewards these outstanding and inspiring business leaders. 


Centred on the theme “Defining Success through Leadership”, the 
Asia Business Leader Awards 2004 is a unique opportunity for 
Asia's sharpest minds to prove their mettle. 


This year’s event will be held from May 25 to May 26 at the world’s 
fastest growing business capital — Shanghai, China. 


A befitting venue that not only inspires greatness in leaders but 
also celebrates it. Ë 
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fifth—ahead of Nokia, Nike and Sony—in a February poll 
of consumers worldwide by consultants Interbrand. 

Governments in Taiwan, Singapore and Malaysia also 
are offering subsidies and other incentives to encourage 
local companies to build global brands, as rising labour costs 
undermine manufacturing competitiveness. And a growing 
number of Asian managers are waking up to what branding 
can offer, such as loyal customers and higher profit margins. 

AmorePacific has globalized to the extent that it no longer 
relies on its home market for growth, and its success in France 
has boosted its confidence to invest abroad. “We've survived 
in the ultra-fashion-conscious French market,” says Lee Sang 
Woo, its vice-president of international operations. “I’m 
confident we'll be able to survive in any race.” He says the 
company, now the 26th-largest in the world by cosmetics sales, 
hopes to rank among the top 10 in the next few years. 

Last September AmorePacific launched a high-end 
cosmetics line in the United States and a flagship store in New 
York’s trendy Soho district. The company says it has spent $6 
million so far on its U.S. operation, which is expected to break 
even in three to four years. In Asia it is targeting the region's 
newly affluent young consumers with products sold under 
the brand name Laneige. Although its foreign ventures have 
yet to turn hefty profits, “global growth is the key to our future 
success,” says Lee Hae Sun, its senior marketing executive in 
Seoul, and analysts applaud the listed company’s efforts to 
seek opportunities overseas. 

AmorePacific had first tried breaking into the French 
market in the early 1990s. But its products, exported from 
Korea, ran into Gallic chauvinism as the French turned up 
their noses at cosmetics originating from a newly industri- 
alized country, company executives say. In 1995, with its Soon 
skin-care line gathering dust on store shelves, management 
considered pulling out. 

However, Suh Kyung Bae, AmorePacific’s chairman and 
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chief executive, was determined to escape the confines of 
Korea’s relatively small market. After several failed attempts 
to acquire small French cosmetics firms, the company decided 
to start its own European business from scratch by recruiting 
top executives and setting up production lines at its factory in 
Chartres, 80 kilometres west of Paris. 

Perfume was the product chosen to launch the cosmet- 
ics line because consumers show less brand loyalty to 
fragrances than other cosmetics, says John In Soo, president 
of Pacific Europe. French marketing gurus and sales people 
were hired, and Dauphin, the former international marketing 
director of Parfums Christian Dior, was brought in as director- 
general of AmorePacific’s European operations. 

Her first decision: Create a purely French brand. She 
signed an exclusive deal with French designer Lolita Lempicka 
to use her name on a new line of fragrances and other 
beauty products. Dauphin thought the image of Lempicka, 
a prominent woman in a French fashion world dominated by 
male designers, would bring to the brand her aura of modern 
femininity and rebellion against unisex uniformity. 

Since then a range of products, from a shower gel to a men's 
perfume, have been launched under the Lolita Lempicka label, 
but the perfume for women is the most successful. The scent— 
“floral, voluptuous, oriental,” in the words of its advertising 
blurb—is packaged in purple-tinted glass topped with gold- 
enamelled leaves. The bottle was designed by French artist 
Alain de Mourgues, whose brief was to fashion something that 
would stand out on crowded fragrance counters. The 50 
millilitre eau de parfum spray retails for 57 euros ($70). 


NO MEDDLING BY MANAGEMENT 

Lolita Lempicka’s perfume for women had 2.7% of the French 
market last year, up from 1% in 1998 and 1.8% in 2000. Its 
growth has come despite a decline in the size of the overall 
French fragrance market. This year, the company is aiming for 
a 3% share in France. The fragrance is also available in over 90 
countries. About 40% of sales come from outside France. 

Bolstered by Lolita Lempicka’s rapid growth, AmorePacific 
is increasing its manufacturing capacity fivefold with new 
production lines in Chartres. And it has been adding new 
brands. The latest is a line of fragrances by French fashion 
designer Jean Charles de Castelbajac, called Parfums Castel- 
bajac, launched in 2001. 

Dauphin says that key to the company’s progress in France 
was the full support of the management, who do not meddle 
in the French operation. “We're quite independent of the 
organization. Otherwise, we couldn't have achieved our 
success,” she says on a visit to headquarters in Seoul. 

The company is applying what it has learned in France 
to the rest of its business. For example, managers at its 
Seoul headquarters used to make all the business decisions 
and Korean staff would fly to its overseas operations to imple- 
ment the plans. But today, AmorePacific’s overseas ventures 
have been given more autonomy and the company hires 
experts in the field, instead of despatching staff from Seoul. 
Says John: “From the French operation, we learnt the ABC of 
doing business globally.” = 
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RENMINBI REVALUATION 


An Incredible 
Balancing Act 


Even as pressure mounts on Beijing to revalue its currency, 
there is a strong case to be made that the rest of Asia and even the 
United States might actually benefit from the status quo 


EMOTIONS ARE RUNNING HIGH in the usu- 
ally staid arena of international economics. 
The cause is the value of China’s currency, the 
renminbi. Beijing’s critics believe it should 
be higher, much higher. They argue that by 
keeping the renminbi’ exchange rate against 
the United States dollar rock-steady, China is 
manipulating its currency to give its exporters 
an unfair advantage in world markets. They 
also argue that the policy is hazardous for 
China itself, saying that by holding the cur- 
rency down Beijing risks inflating a bubble 
in its domestic economy. 

But raising the value of the renminbi 
would also pose dangers. A revaluation could 
trigger speculative inflows of capital into 
China that could prove deflationary. A 
stronger renminbi could also spread conta- 
gion amongst East Asia’s other currencies, 
triggering a runaway round of exchange-rate 
appreciation that could prove just as dam- 
aging to the regional economy as the 1997 
currency crisis. 

In recent weeks, the calls for China to 
change its policy have reached a crescendo. 
At their February meeting, finance ministers 
from the Group of Seven leading economies 
demanded “more flexibility in exchange 
rates.” The following week, U.S. Treasury 
Secretary John Snow promised to hold 
China’s “feet to the fire” over its renminbi 
policy. China’s effective exchange-rate peg of 
8.28 renminbi to the dollar “doesn't work,” 
he said. “It’s not right for the world economy. 


46 Far Eastern Economic Review 


By Tom Holland/Honc KONG 


It’s not right for the world trading system.” 

Snow’s charge that China’s policy doesnt 
work strikes a jarring note in Beijing, where 
the 1995 decision to hitch the currency to the 
dollar is seen as a resounding success. To 
be sure, China’s leaders have long promised 
to move towards a more flexible exchange- 
rate regime as their economy develops, but 
they have shown little sense of urgency in 
doing so. In mid-February, China’s Premier 
Wen Jiabao confirmed this stance, promising 
state media that the government would 
“maintain the basic stability of the yuan 
[renminbi] exchange rate at a reasonable and 
balanced level.” 

Wen's statement was carefully hedged to 
allow for some tinkering if necessary, but 
the essential message was clear: no radical 
change this year, if it can be avoided. China’s 
policymakers believe a fixed exchange rate 
has worked well for their economy, and 
worry that altering things now could prove 
dangerously destabilizing, both domestically 
and internationally. 

They have a point. Five years ago, during 
the Asian currency crisis, China won praise 
throughout the East Asian region for keeping 
its exchange rate steady, despite heavy pres- 
sure to devalue. Today, many people believe 
that Beijing’s decision to tough it out averted 
a catastrophic second round of regional 
currency depreciation. “Keeping the renminbi 
stable contributed to regional economic and 
financial stability,” says Jin Liqun, who was 





China’s vice-minister responsible for external 
economic affairs between 1998 and 2003. 

Some economists say the renminbi's fixed 
exchange rate is playing a similar anchoring role 
today, when regional economic tides are flowing 
the other way. They argue that an upward reval- 
uation now would do little to resolve imbalances 
in the global trading system, but that it could prove 
enormously damaging to the economies of East 
Asia. They warn a strengthening of the renminbi 
would trigger a regionwide round of currency 
appreciation that could pitch Asia into a growth- 
choking deflationary spiral. 

“As a major currency, the renminbi should 
remain stable,” says Jin, now vice-president 
at the Asian Development Bank in Manila. 
“The regional and world economies are still 
very fragile, they cannot afford to be plunged 
into turmoil again.” 

That might sound like scaremongering, but 
in recent years China has emerged as a key 
trading partner for other economies in the 
region. Any sudden move in China’s exchange 
rate now is bound to trigger shockwaves across 
the region. 

Last year exports from Korea, Singapore and 
Malaysia to China all rose by over 50%, while 
exports from Japan were up by nearly 40% and 
from Taiwan by 30%. As Chinese demand has 
assumed ever-greater importance as an engine 
of regional economic growth, it has become 
crucial for other Asian countries to maintain the 
competitiveness of their exports in the Chinese 
market. In the face of large current- and capital- 
account surpluses that would otherwise push 
their currencies higher, China’s neighbours 
have intervened heavily in the foreign-exchange 
markets to limit the appreciation of their own 
currencies against the dollar and the dollar- 
pegged renminbi. 

Now, however, speculators are betting heavily 
on the assets of regional economies like Taiwan 
and Thailand as proxies for illiquid renminbi 
assets, placing even more upward pressure on local 
currencies. If Beijing revalues, reason the specu- 
lators, China’s regional trading partners will gain 
the leeway to allow their own currencies to appre- 
ciate in parallel. “Asia is on a renminbi peg. When 
China revalues, the rest of Asia will too,” says 
Avinash Persaud, professor of commerce at 
London's Gresham College and manager of the 
GAM Persaud Global Currency hedge fund. 

If China does revalue, the risk is that the 
move would trigger a runaway round of currency 
appreciation across the region. Speculators would 
conclude that the first exchange-rate adjustment 
was just one of many to come, and would >> 
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begin buying whatever Asian currency 
assets they could lay their hands on. 

In response, Asian holders of dollar 
assets would attempt to convert them 
into local currencies to preserve their 
value, exerting yet more upward pres- 
sure on regional markets. The result 
would be a headlong flight into Asian 
currencies, the reverse of the flight into 
dollars that pounded regional markets in 
1997 and 1998. 

Already there are signs it is beginning. 
Despite Chinese pledges of stability, finan- 
cial speculators continue to bet on an 
imminent revaluation. By mid-February, 
offshore dollar-settled forward contracts on 
renminbi had been bid up to levels where 
they were pricing in an upward revaluation 
of 5% over the coming year. 

It’s not only in offshore markets that 
investors are positioning themselves for a 
revaluation. Last year, China’s balance-of- 
payments surplus hit an estimated $120 
billion, roughly the magnitude of its reserve 
accumulation. Contrary to common belief, 
however, China’s trade surplus was rela- 
tively modest, at 25.5 billion or 1.8% of 
GDP. Far more significant was China’s 
capital-account surplus, which rose to a 
mighty $60 billion-7o billion. 

If China’s domestic depositors now 
lose faith in the dollar, the upward pres- 
sure on the renminbi will be further mag- 
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nified. By the middle of last year, Chinese 
households had amassed over $90 billion 
in foreign-exchange deposits in China’s 
banking system, even more than Chinese 
businesses. But since then, the value of 
China’s retail foreign-exchange deposits 
has dipped by $5 billion as talk of a reval- 
uation has spurred holders to convert 
their dollars into renminbi. 


FLIGHT CAPITAL RETURNS 

Illegal flight capital is also beginning 
to return to China. After recording 
cumulative blackmarket outflows worth 
$146 billion to the end of 2001, China 
logged a surplus on the errors-and-omis- 
sions account of its balance of payments 
in 2002. Last year, the mysterious 
inflows reached $17 billion: unofficial 
inflows of hot money front-running an 
anticipated revaluation. If expectations 
of a revaluation continue to mount, the 
trickle could turn into a flood, over- 
whelming the capability of the central 
bank to intervene. That would threaten 
to push the renminbi a long, long way 
higher, with Asia’s other currencies 
following hard on its heels. 

Today, as in 1998, exchange rates 
would be likely to overshoot. That would 
be a disaster for Asia. With global price 
levels—as indicated by inflation rates— 
remarkably stable, currency apprecia- 





tion would prove powerfully deflationary 
for the region. Demand would be ham- 
mered, and economic growth would slow 
radically, if not grind to a halt, warns 
Ronald MacKinnon, professor of eco- 
nomics at Stanford University in Califor- 
nia. For China, that would be doubly 
painful, because, as the International 
Monetary Fund acknowledged in Novem- 
ber, “there is no clear evidence that the 
renminbi is substantially undervalued.” 

True, China is seeing heavy capital 
inflows from offshore investors, which are 
largely responsible for propelling the 
increase in foreign-exchange reserves to 
more than $400 billion at the end of 2003. 
But they are flows through a one-way valve. 
While China has welcomed inward invest- 
ment, it still maintains tight restrictions on 
capital outflows. With good reason; as U.S. 
Federal Reserve chairman Alan Greenspan 
warned in early March, if these were 
relaxed, money would haemorrhage from 
the country’s shaky banking system in 
search of safer havens abroad. If left to find 
its own level, it’s likely the renminbi would 
depreciate in value rather than rise. 

But to preserve the fixed exchange rate 
in the face of capital inflows, the Peo- 
ple’s Bank of China is forced constantly 
to buy dollars and sell renminbi, which 
pumps huge sums of money into the 
domestic economy. Of course, the central 
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_ bank has mopped up some of this excess 
_ liquidity by borrowing from the banks, 
_ but too much has leaked out into the sys- 
tem, say critics. “Money-supply growth is 
far too rapid,” warns Nicholas Lardy, sen- 
ior fellow at the Institute of International 
Economics, a Washington-based think- 
tank. “Credit expansion and the rate of 
investment are at an time ae highs. z 





moves soon, say proponents of revaluation, 
the investment splurge will lead to an over- 
hang of excess capacity in the economy, 
falling prices and lower growth. 

A bubble in China's domestic economy 
is a big risk, but for Beijing there are more 
attractive solutions than a revaluation. So 
far, the authorities have moved to tighten 
bank-loan growth, which began to decline 


IF CAPITAL CONTROLS WERE RELAXED, MONEY 
WOULD HAEMORRHAGE FROM THE COUNTRY’S BANKS 
AND THE RENMINBI WOULD LIKELY DEPRECIATE 


Lardy frets that much of the 21% 
growth in bank lending propelled by last 
year's monetary expansion will go down 
the drain. “The biggest problem is not 
inflation but a decline in the quality of 
assets in the banking system,” he says. 

He warns that Chinese banks’ credit- 
control standards “have gone out of the 
window,” and there is a real danger of non- 
performing-loan levels rising unless mon- 
etary policy is tightened, preferably by 
revaluing the currency. Unless Beijing 


A HOUSE DIVIDED 


Among the fiercest critics of China's exchange-rate policy 

are domestic manufacturers in the United States, who feel 
-o they are being squeezed out of their home market by 
“artificially cheap Chinese products. As evidence that the 
_ Chinese currency is- unfairly undervalued, they point to the 
U.S. trade deficit with China, which hit $124 billion in 2003. 
"We have an urgent trade situation on our hands,” says 
oe Frank Vargo, A coient of the Maio! Association of 


o nee with China’ will hit $330 billion by 2008. 
T Ideally the NAM would like to see a full float of the renminbi 
< with the exchange rate determined by market forces alone. 
-Failing that, “there should be a significant upward 
- revaluation and a. broader trading band,” Vargo insists. 
“That's absolutely necessary to head off rapidly rising 
demand for protectionism on imports from China.” 
According to Nicholas Lardy, senior fellow at the Interna- 
-tional Institute for Economics, a Washington think-tank, an 
: “upward revaluation of between 15% and 20%, to around 7 


in the second half of 2003. Other favoured 
measures to take pressure off the currency 
include allowing exporters to retain more 
of their foreign-currency earnings and 
permitting Chinese institutions to invest 
abroad. Beijing could also lift some of its 
remaining import restrictions while further 
reducing export subsidies. 

Some economists argue that more 
drastic steps are needed, possibly includ- 
ing an interest-rate hike. That is unlikely 
to hold much appeal for Beijing. Higher 









interest rates would bludgeon the | 
depressed rural economy and could even. 
encourage greater capital inflows by rais- 
ing the return on renminbi assets. 

The issue is perhaps not as urgent 
as some commentators like to paint it. As _ 
long as Chinese holders of foreign cur- 
rency can be persuaded that no revalua- 
tion is imminent, they will have little. 
incentive to convert their dollars into” 
renminbi. Capital inflows will be held 
down at levels the central bank can com> 
fortably meet, and money-supply growth 
will remain at manageable levels. 

China will continue to run surpluses, 
and will continue to build foreign- 
exchange reserves, but that suits Beijing 
fine. “China’s accumulation of reserves 
gives Beijing power it cannot gain in any 
other way. I can imagine a day when 
China owns one-third of all U.S. govern- 
ment debt,” says Persaud in London. = 

At the end of the day, says Persaud, 
decisions changing exchange-rate poli: — 
cies are almost always taken for political 
rather than economic reasons. And in - 
this case, says Persaud, “the politics 
argue for delay.” = 


$50 billion off the deficit, enough to mute protectionist calls. 

Ronald McKinnon, professor of economics at Stanford 
University in California, disagrees. Renminbi appreciation. 
would make little or no difference to China's bilateral-trade 
surplus with the U.S; he says, because the imbalance i is” 
driven by robust U.S. demand as American consumers - sp 
spend a lot and save little. “I don’t see how an exchange-rate f 
change could change the savings deficiency in the U.S.;” 


McKinnon says, pointing out that the fourfold appreciation 
of the yen between the 1970s. and the 1990s did nothing to. - 
eliminate the U.S. trade deficit with Japan. 


_ renminbi to the dollar, would wipe between $40 billion and 
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Plenty of U.S: executives also doubt a Chinese 
revaluation would assist their businesses, especially those 
who see China as a growing market for U.S. services: “The 
most important thing is the stability of the Chinese 
economy,” says Patrick Ryan, chairman and chief executive 
of Chicago-based insurance-broking giant Aon Corp., which: 
last year opened a joint venture with the China National 
Cereals, Oils and Foodstuffs Import and Export Corp. “Lam -< 
not for any change at this point,” says Ryan. “There-could be. 
real disruption in China’s economy with a currency shift.” 


Tom Holland |- 
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WINE 


Drink Up, Mate 


Australia succeeded in persuading the world to 
try its wine, but now needs it to buy a lot more 


By Jan McCallum/MELBOURNE 





GOOD PICKINGS: Wine is a major Australia export 


AUSTRALIA’S WINE INDUSTRY is losing some of its buzz. 
After 10 spectacular years, sales growth has started to slow 
and profit margins are falling. A higher Australian dollar, 
tougher international competition and consolidation within 
the retailing trade are squeezing local wine makers. 

The Australian dollar has risen this year by 5% to a high 
of 80 U.S. cents and is also up against the sterling and 
the euro. But while wine exports grew 12% in 2003 to 525 
million litres, the money these made only increased 6%, to 
A$2.4 billion ($1.8 billion), according to the Australian Wine 
Export Council. 

Many industries would be happy with these figures, but 
winemakers had become used to export-sales growth of over 
20% a year through the 1990s. Domestic consumption 
accounts for about half of Australian wine sales. Although per- 
capita consumption has risen from 8.9 litres annually in 1970 
to 19.3 litres in 2000, it has remained fairly static in the 1990s 
and is expected to rise only marginally in the next decade. The 
industry needs to export more to continue growing. 

Experts say growers need to plant more grapes to meet 
future demand. “If you look at the growth figures for the next 
seven or eight years there is no doubt there could quite 
easily be a shortage, because it takes three to four years 
from planting to get to harvest,” says Neville Calvert, Adelaide- 
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based managing partner of the global wine-industry group of 
accounting firm KPMG. While wine for export is expected 
to increase to 676 million litres in 2009-10 from 288 million 
litres in 1999-2000, that’s not enough to persuade growers 
to plant when prices are falling. 

The average rate of return on winery investment fell from 
7.6% in 1997-98 to 4.2% in 2000-01. So the industry is 
wondering, “how on earth can it ever contemplate another 
planting cycle” given the pain it is enduring now, says Lawrie 
Stanford, the manager of information and analysis for the 
Australian Wine and Brandy Corp. 

Calvert says winemakers are simply going to have to get 
used to tougher conditions. For example, Australia’s two dom- 
inant retailers, Coles Myer and Woolworths, have expanded 
into retailing alcohol in recent years. They buy wine in bulk 
and thus obtain lower prices. To stay competitive, winemakers 
need to work with these big chains, says Calvert. They also need 
to improve their knowledge of newer markets, such as Asia. 

But some of the tougher conditions are out of the Australian 
industry’s control. Winemakers were caught off balance in 
2.003 by a new category of very cheap wine in the United States, 
where wines at $2-4 a bottle hit the market after a huge grape 
harvest in California. Drinkers started buying the cheaper 
wines instead of the premium types exported by Australia. 

The phenomenon was blamed by Australia’s major 
stockmarket-listed alcohol company, Foster’s Group, for a 28% 
drop in earnings at its wine business, for the six months to 
December 31. Foster’s outgoing chief executive, Ted Kunkel, 
believes the worst impact of what the industry calls “extreme 
value” wines is past, but says there will be only a gradual recov- 
ery for premium wines this year. Foster's and another of 
Australia’s major winemakers, Southcorp, are both cutting 
costs to improve margins in their wine businesses. 

Despite the current dark clouds over the industry, the 
Australian wine industry is one of the country’s biggest export 
successes. The country’s product became better known 
internationally in the r980s when there was a push to sell 
Australian wine to Europe, helped by a devaluation of the 
Australian dollar in 1983, and surplus domestic production. 


NEW-WORLD TASTE 

The larger companies went abroad to promote their products, 
and to the industry’s credit there was a concerted push to 
market Australian wine generally as well as particular brands. 
The newcomers cracked through notions of European 
tradition based on centuries of winemaking in particular 
regions by selling Australian wine on its difference, a New 
World taste that was great value for money. They tapped a 
growing market of young consumers who were new to wine 
and less influenced by famous names and snob value. 

The winemakers’ ability to work together will be needed 
in coming years as they deal with tougher markets and tighter 
margins. Calvert says the industry is coming off an enormous 
high but has to look beyond current difficulties and find 
new opportunities. “It is a terrific challenge and if they can 
get through it, it will show the industry has truly matured from 
a hobby into a genuine industry,” he adds. = 
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TECHNOLOGY 


Low-Fliers 


Asian technology firms are starting to resemble the region’s 


airlines—in all the worst possible ways 


By Dan Fineman 

Few compare Asia’s fast-recovering tech-manufacturing sector 
with the famously unprofitable airline industry, but they should. 
Structural defects similar to those that put airlines among the 
region's least-attractive businesses are now emerging in tech, in 
which a cyclical upturn is masking the problem. But if the 
overall pattern continues, profitability will tumble. 

Superficially, tech and airlines appear polar opposites. Tech 
firms include the region's most profitable companies, and air- 
lines the least. According to JPMorgan, the return on equity 
for non-Japan listed Asian tech firms will reach 18% this year, 
against only 8%-9% for the top airlines. While most tech bal- 
ance sheets survived the downturn intact, many airlines per- 
petually live on the edge of bankruptcy. In the United States, 
Chapter 11 has become a rite of passage, and internationally most 
carriers depend on protection through air-traffic rights. 

But scratch the surface of the two sectors, and resemblances 
appear. More than terrorists or microbes, flaws in industry 
structure explain airlines’ woes. Similar weaknesses now trou- 
ble Asian tech. 

Bursts of overcapacity have long plagued air travel. Coun- 
tries consider airlines a mark of sovereignty, so virtually 
every government has a national carrier. An overabundance of 
airlines have bought an excess of aircraft. 

Similar overcapacity now threaten tech. Just as governments 
created flag carriers as totems of nationhood, present-day politi- 
cians build chip plants as expressions of economic power. 
Malaysia built two high-profile chip foundries that have since 
proven white elephants. Now, tax incentives, directed lending 
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and government financing are fuelling a Chinese 
foundry boom. But a Taiwanese competitor claims 
that overcapacity in China will lead to industry-wide 
recession next year. 

Another old airline problem—barriers to exit— 
has recently emerged in IT. Politicians have long 
not allowed any big airline, no matter how weak, 
to fail, and now a similar mentality grips tech. Dur- 
ing the downturn, Korea bailed out memory- 
chip maker Hynix to preserve jobs. Chip foundry 
Chartered Semiconductor Manufacturing today 
remains independent despite 12 straight quarterly 
losses. In Taiwan, easy access to equity financing 
has allowed weak DRAM producers to survive. 
Savage as it was, the three-year tech depression 
could not overcome these political and financial 
obstacles to industry consolidation. 


PROTECTIONIST LEGACY 

Another classic airline disease—market fragmen- 
tation—is also infecting tech. Protectionism long 
ago carved the world’s domestic air-travel markets 
into national fiefdoms. The vast majority of these 
still survive; even in the United States, domestic 
air travel is protected. Now, mercantilist technology- 
standards policies endanger the free trade in IT. 
Japan pioneered the strategy in the 1990s by man- 
dating cellphone standards that benefited local man- 
ufacturers. Korea then set competing standards, and 
now China is promoting its own third-generation 
cellphone technology. Makers of chips, hand-phones 
and network equipment will have to produce three 
separate technologies for three separate markets. 
China has also proposed unique standards for wire- 
less-Internet encryption and video-disc movies. 

Bad management decisions could drive the 
convergence of tech and airlines further. An obses- 
sion with image and business-class revenues plus 
restrictive bilateral air-services agreements have 
traditionally made international airlines ignore the 
fast-growing budget-travel market. Now, spurred 
by marketing consultants’ complaint that Asians 
have grown too rich selling affordable unbranded 
merchandise, several tech companies are risking 
big investments in their own labels. One or two 
industry giants like Samsung will succeed, but 
smaller branding contestants like Benq and Acer 
will wish they had diverted their advertising dol- 
lars to R&D. 

Impressive demand growth currently conceals 
tech’s structural weaknesses, but eventually the 
dangers of the airline model will show. Cyclical 
peaks will fall short of previous highs, and 
troughs will break earlier lows. Asia’s now high- 
flying tech sector will then appear no more excit- 
ing than a grounded airliner. = 

Write to me at danfineman@hotmail.com 
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THAILAND 


Still Looking Good 


Barring bird flu or more violence in the southern provinces, 
the Thai economy is set to boom through 2004 


By Shawn W. Crispin 

Bird flu and spiralling violence in Thailand’s south- 
ern provinces have recently hit business and 
investor confidence in Thailand’s growth 
prospects. But judging from most macroeconomic 
indicators, the Thai economy is set to boom 
through 2004 nonetheless. 

Thailand’s economy expanded 6.7% last year, 
surging by over 7.8% in the fourth quarter, the fastest 
quarterly economic growth since the 1997-98 Asian 
financial crisis. That performance is in line with Thai 
Prime Minister Thaksin Shinawatra’s prediction that 
GDP will expand 8% this year, a tad higher than pri- 
vate brokerages’ average 7% forecast. 

Robust domestic consumption has led Thai- 
land’s recent economic rebound. Now “private 
investment is finally starting to kick in,” says Sriyan 
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Economic Monitor | 


Pietersz, head of research at JPMorgan Chase in 
Bangkok. “That’s good news because it was the one 
laggard sector holding the economy back.” 
Private investment expanded almost 20% year 
on year in the fourth quarter of 2003, mostly in 
export-oriented industries such as electronics, 
according to the National Economic and Social 
Development Board. Average industrial-usage rates 
touched a post-1997 high in January of 74.6% of 
factory capacity, near the 80% threshold most 
manufacturers require to make new capital outlays 
in plant and equipment, say economists. That’s 
sparking government hopes that new investments 
will create more jobs and boost wages, critical for 
sustaining domestic consumption growth. 

Adding fuel to the economic mix, Thaksin 
plans to kick off a $38 billion infrastructure spend- 
ing programme, including many large-scale road- 
and-railway projects scheduled for completion over 
the next five years. In that regard, government 
spending jumped 26% month on month in Jan- 
uary, according to the Thai Ministry of Finance. 

Some economists contend that the combina- 
tion of recovering private investment, heavy fiscal 
pump-priming and robust domestic consump- 
tion should be more than enough to offset the risks 
of bird flu and of violence in Thailand’s predomi- 
nantly Muslim southern provinces. JPMorgan’s 
Pietersz estimates that, even in a worst-case sce- 
nario, a bird-flu epidemic would shave only 0.6 
of a percentage point off GDP, while the Thai gov- 
ernment’s 130 billion baht ($3.28 billion) supple- 
mentary spending budget for this year accounts for 
nearly two percentage points of GDP. “The gov- 
ernment’ fiscal capacity to offset surprise economic 
risks looks pretty decent,” says Pietersz, noting that 
government revenues were 40% over target in 
the fourth quarter of last year, due to higher con- 
sumption and income-tax collections. 

Still, there are some clouds on the economic 
horizon. Both consumer and business confidence 
fell in January. Meanwhile, the Stock Exchange 
of Thailand recently dipped around 20% from 
its January peak, marking a notable retreat from 
the Thai bourse’s torrid 125% gain last year. 

Bangkok-based financial analysts say that’s 
because some big investors believe blue-chip Thai 
shares have already factored into their prices opti- 
mistic 2004 growth forecasts, and now are factor- 
ing in possible downsides. One example: Thaksin's 
recent decision to postpone the share offering of 
a state-owned electricity-generating monopoly due 
to labour protests. He indefinitely shelved what 
promised to be the country’s largest-ever initial pub- 
lic offering, and thus raised doubts among for- 
eign investors about his government’s commitment 
to its “fast-track” privatization programme. = 
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Prices & Trends 


STOCKMARKETS COMMODITIES 












Dow Jones Global Indexes Local Indexes thas 
Index (Mar. 8) % chg YTD (Mar. 8) Mkt Unit Latest % chg YTD 
(Mar. 8) %chgYTD | Australia 3,425.50 +3.61 Aluminium Ldn = $/tn 1,648.50 +2.77 
Australia 228.19 +4.63 Bangkok 704.46 -8.77 Cocoa NY  $/tn 1,462.00 -3.50 
China 88 145.01 +6.84 Bombay 5,935.19 +1.65 Coffee NY c/Ib 75.20 +15.78 
Hong Kong - 242.05 +11.65 Colombo 1,218.67 +14.74 Copper NY c/b 129.70 +24.06 
Indonesia 60.58 +10.15 Hong Kong 13,573.54 +7.93 Cotton NY c/Ib 67.01 -10.74 
Japan 80.70 +3.87 Jakarta 772.87  +11.70 Gold Ldn $/oz 399.85 -4.17 
Malaysia 120.74 +11.16 Karachi 4,917.87 +9.98 Oil: Brent Ldn $/barrel 32.77 +8.62 
New Zealand 187.35 +3.63 Kuala Lumpur 880.85 +10.95 Palm Oil KL Ringgit/tn 1,936.00 +9.13 
Philippines 64.86 +0.23 Manila = 1,468.76 AES HK] Pulp OMLX $/tn 510.00 0.00 
Singapore 139.82 +4.97 Seoul i 900.10  +11.03 Rice Bnk  $/tn 224.00 +10.89 
South Korea 123.08 +15.63 Singapore 1,888.35. +7.02 Rubber KL Mc/kg 502.50 +6.35 
Taiwan 134.34  +18.56 Taipei 6,901.48  +17.16 Soyabeans Chg. c/bushel 917.00 +15.49 
Thailand 73.77 -7.75 Tokyo EE 11,502.86 +7.74 Sugar NY c/lb 6.22 +9.70 
U.S. Total Market 274.58 +4.53 Wellington 2,267.81 -0.46 Tin KL $/tn 7,000.00 +5.90 
Euro Stoxx 50* 2,960.02 +7.22 DJIA 10,529.48 SE +0.72 Wheat Chg  c/bushel 367.75 -2.45 
FTSE : 4,553.80 +1.72 AIG - Dow Jones Commodity Index 143.96 +6.43 
Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. *Dow Jones Stoxx ™ Sources: Dow Jones; MoneyLine Telerate Sources; MoneyLine Telerate; Reuters; Dow Jones 
IN THE SPOTLIGHT 
% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Australia (2.09% on week) 
(Mar. 8) cop | cP Current acct | Trade balance  1-mth interbank | Prime rate AS/$ 
Australia 3.5 (Dec Qtr) +2.4 (Dec Qtr) -29.63 (Dec) -16.17 (Jan) 5.37 9.50 1.30 
China 9.9 (Q4 '03) +3.2 (Jan) +35.42 (2002) +25.40 (Dec) 2.70 n.a. o 
LEU- 0.9 (Q4 '03) +1.8 (Jan) +50.45 (Q3 '03) -16.38 (Dec) 2.07 n.a. 
Hong Kong 4.0 (Q3 '03) -1.5 (Jan)  +18.43 (Sept) -8.65 (Jan) 0.08 5.00 1.31 - - 
india 8.9 (Q3 '03/'04) +4.4 (Jan) +1.07 (Sept) -15.82 (Jan) 6.00 10.63 H oer 
Indonesia 4.1 (2003) +4.6 (Feb) +4.70 (2003) +27.72 (Jan) 7.63 7.48 — 
Japan -3.6 (Q4 '03) -0.1 (Jan)  +136.11 (Dec) +94.79 (Jan) 0.07 1.38 1.32 j 
Malaysia 6.4 (Q4 '03) +1.0 (Jan) +11.87 (Sept) +42.27 (Dec) 3.00 6.00 
New Zealand 3.6 (Sept '03) +1.6 (Dec Qtr) -3.67 (Sept) -2.78 (Jan) 5.54 5.62 
Philippines 4.5 (Q4 '03) +3.4 (Feb) +3.43 (Sept) -1.83 (Dec) 6.44 9.44 1.33 
Singapore 4.9 (Q4 '03) +1.3 (Jan) +27.41 (Dec) +27.16 (Jan) 0.56 5.50 
South Korea 2.3 (Q3 '03) +3.3 (Feb) +14.57 (Dec) +19.69 (Feb) 3.78 3.97 
Taiwan 5.2 (Q4 '03) +0.64 (Feb)  +28.71 (Dec) +16.40 (Feb) 0.94 0.75 bee 
Thailand 7.8 (Q4 '03) +1.2 (Jan) +8.09 (Jan)  +10.16 (Jan) 1.30 5.75 : en CO ph RRR 
UES: 4.1 (Q4 '03) +1.9 (Jan) -547.41 (Sept) -488.79 (Dec) 1.09 4.00 March 
Source: Government Statistics Source: MoneyLine Telerate 


FOREIGN EXCHANGE 


Key Currencies 


(Mar. 8) $1 worth Spot rate % chg YTD (Mar. 8) $1 worth Spot rate % chg YTD 
Australia dollar 1.3157 +0.89 Mongolia* tugrik 1,176.00 -4.25 
Bangladesh taka 58.825 -0.55 Nepal rupee 73.00 0.00 
Brunei dollar 1.7184 -0.76 New Zealand dollar 1.4746 +3.53 
Burma** kyat 855.00 +4.09 Pakistan rupee 57.12 +0.07 
Cambodia** riel 4,130.00 -6.71 Papua New G. kina 3.1751 +3.97 
China renminbi 8.2766 0.00 Philippines peso 56.10 -1.04 
European Union euro 0.8059 -1.53 Russia** rouble 28.55 +2.42 
Hong Kong dollar 7.7902 -0.34 Singapore dollar 1.705 -0.43 
India rupee 45.2375 +0.79 South Korea won 1,172.90 +1.63 
Indonesia rupiah 8,570.00 -1.91 Sri Lanka rupee 96.65 +0.26 
Japan yen 111.17 -3.56 Taiwan NT dollar 33.396 +1.72 
Laos** kip 10,395.00 +0.38 Thailand baht 39.43 +0.36 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,778.00 -0.76 
Malaysia ringgit 3.80 0.00 

Other rates: HK$ = renminbi 1.0623 S$ = ringgit 2.2276 SDR = $1.4739 *Official rate **Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 
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Bring home something more 

than just duty free or difty laundry. 
Like new stories. 

New discoveries. 

f > interesting you. 

Start with how you fly. 


Keep discovering. 








BY NURY VITTACHI 


HAVE A TALE TO TELL? 
Call (852) 2831 2502, 
fax (852) 2503 1530, or 
write to GPO Box 160, 
Hong Kong. 

By e-mail: tales@feer.com 





PUBLIC SERVICE Announcement: 
Never attend a wedding. You may have 
an unexpected attack of marriage. I 
deliver this warning in the wake of infor- 
mation from readers, who tell me that 
my assertions on this subject last week 
were wrong. Contrary to my claim, jilted 
brides in the West are just as likely to 
choose replacement grooms at random 
from among the guests as Eastern brides 
are. On either side of the world, you can 
go to a wedding for the free booze and 
return home a married man. 

But before we examine the evidence 
for this, reader Avinash Agrawal would 
like to interrupt this article to ask my 
opinion of the new home delivery service 
offered by wine merchants in India—to 
herds of alcoholic elephants roaming the 
jungles of Jharkand. 

Generally, I think home delivery 
services are a good business concept, 
except for Internet ones, but there are 
not a lot of those in the deep jungle. 
Offering the service to alcoholic wild 
pachyderms is an excellent idea that 
should be copied by other countries. 

The local tuskers, you see, got so 
fond of mahua (a local drink brewed 
from jungle flowers) that they flattened 
villages in Duka and Godda districts. 

Villagers were greatly inconve- 
nienced. “Women were forced to 
deliver their babies on trees,” The Pio- 
neer newspaper reported. Giving birth 
is hard enough, but having to do it bal- 
ancing on a five-centimetre-wide 
thorny branch of a semul tree—that 
was no fun. So the decision was made 
to supply the 50 nearest elephant water- 
holes with free booze. 

Experts reckon the root of the prob- 
lem was the tuskers’ amazing sense 
of smell. A parched pachyderm could 
sniff out a barrel of mahua two kilo- 
metres away. 

When it comes to nose-power, it 
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Random Acts of Marriage 


Going to weddings for the free champagne is not worth the risk, unless of 
course you are an alcoholic elephant 


must be said that humans are a sad 
species of pathetic also-rans. The ulti- 
mate proof of this is the Australian dog 
that recently used its nose to discover life 
on Mars. The pooch, named Tamarind, 
went sniffing around some pongy sedi- 
ments in the ooze around Moreton Bay 
in Queensland, Australia, I heard from 
reader Fionna Prins. The dog found bac- 
teria that some scientists believe con- 
firms that a meteor that fell to Earth 
from the planet Mars contained life 
forms. “She's my research assistant,” 
said proud dog-owner Tony Taylor from 
the Australian Nuclear Science and Tech- 
nology Organization. He felt his smell- 
obsessed mutt was perfect for finding 
the right sort of bacteria, since “the stuff 
smells like sewage.” 

In other words, some people believe a 
13-year-old dingo-kelpie crossbreed dog 
with a good nose has found evidence that 
a succession of multibillion-dollar space 
missions have missed. 

Incidentally, the ancient meteorite 
may predate life on Earth, implying that 
sentient life here was “seeded” by Mars. 
In other words, we're all Martians. (This 


it with a text message to her mobile 
phone. But the wedding went ahead, 
with a friend marrying her in place of the 
original groom. 

On the surface, this does seem very 
like the Indian wedding stories featured 
on this page. But closer examination 
reveals a key difference: Ms. Innes was 
eight months pregnant. Had this hap- 
pened in Asia, her ballooning condition 
would be a Himalayan-sized stumbling 
block against alternative husbands spring- 


JILTED BRIDES IN THE WEST ARE JUST AS LIKELY 


TO CHOOSE REPLACEMENT GROOMS AT RANDOM FROM 


AMONG THE GUESTS AS EASTERN BRIDES 


theory may be an explanation for many 
strange, unearthly phenomena on Earth, 
such as the existence of Kim Jong-il, var- 
ious pop stars, and the like.) 

But I digress. A reader who did not 
want to be named alerted me to an inci- 
dent in Scotland last month in which a 
jilted bride reacted in a very Asian way. 

Bride-to-be Alison Innes, 20, was 
ditched by her boyfriend Peter Knight, 
28, four days before the wedding. He did 


March (8, 2004 


ing from the audience to romantically pro- 
claim: “I suppose I'll have her if no one 
else wants her.” 

Westerners, it cannot be denied, are 
significantly more relaxed about such 
things. Indeed, Ms. Innes told reporters 
that she was not sure whether the father 
of her child was her original fiance or 
the friend she was actually marrying. She 
added (this is not a joke): “Or it might 
be his brother.” 





























An interesting theory came froma 
reader who suggested that Asia’s moral- 
ity is similar to Western morality roo ~ 
years ago. A report in The Times of India 
last week provides evidence for this. 

A court in New Delhi acquitted a man © 
charged with raping a young woman after 
he agreed to marry her. An older woman 
named Ramwati told a court that she was 
sleeping on the roof of her house (as one 
does) when she heard a sound in the 
house. She raced in to find her daughter 
crying and her neighbour Karan Singh 
running away. 

Singh was jailed for three and a half 
years. But recently he agreed to marry his 
victim, so the courts let him out of jail and 
wiped the slate clean. 

This is reminiscent of the old Western 
concept of the “shotgun wedding,” in 
which a stern father would point a firearm 
at a man and say: “You are an evil, 
immoral brute of the worst order. Marry 
my daughter this instant.” 

Asia is not Scotland. I think I can 
safely say that the majority of pregnant 
mothers here know the identity of the 
child’s father. After all, Asian mums have 
a host of other things to worry about...» 

If you want to know what I mean, just 
try giving birth in a tree. Œ : 
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WATER SPIRITS: Djoko 
Humardani, son of 
Suharto’s spiritual 
adviser, lives near the 
confluence of two rivers in 
Java (below) that’s a 
popular pilgrimage site. 
“This river is one of the 
great sources of power in 
Indonesia,” he says 
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IN THE EARLY AF RNOON of Tuesday, June 29, 1999, a few 
weeks after Indonesia’s first free general election in more than 
four decades, Abdurrahman Wahid, the country’s most revered 
Islamic figure, was helped across the windswept sands of 
Parangkusumo beach on Central Java’s south coast. Results of the 
election were not yet complete, but it was clear his party had not 
done well. Despite that, and despite being nearly blind and unable 
to walk un. ides Wahid still hoped he could round up enough sup- 













day shows Wahid pausing some metres 
ader of his motley entourage of friends, 






ye. He raises his hands, doses his eyes, and 
- begins | to pray. He asks the Queen of the South Seas to protect 
_ Wahid and give him the heavenly mandate to be president. Then 
+: he returns to the group and pours a mixture of coconut juice and 
-sea water over Wahid’s face and hands. “The reaction was very 
clear,” recalls the man who videotaped the event, Djuanda, a spir- 
_itual adviser to Wahid. “The queen's spirit was very strong.” 
_ A few months later, despite winning only 13% of the vote 
_ and against most expectations, Wahid had persuaded the national 
_ assembly to elect him as Indonesia’s fourth president. Looking 
_ back on the ancient Javanese ceremony by the sea, Djuanda recalls, 
_ 3 was an important stage in getting power” for Wahid. 
-> l Indonesian leaders are no strangers to the spiritual world. From 
“the country’s first president, Sukarno, who was credited with such 
gifts as foresight and possessing heirlooms that rendered him 
_ invulnerable to bullets, to his daughter Megawati, the present 
- incumbent, Indonesia's élite has long embraced a Javanese brand 
of mysticism loosely termed kebatinan, or “the study of within.” 
This year's legislative and presidential elections will be no differ- 
ent. “There’s no doubt in my mind that, top to bottom, the politi- 
cians of the country are involved in all sorts of conversations 
with the spiritual world,” says Merle Ricklefs, director of Melbourne 
University’s Institute of Asian Languages and Societies. 
It’s a sign that, for all the Western-style professionalism of 
many of this year’s presidential campaigns, not much has changed 
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piritual Power 
may look slickly modern, but many candidates in Indonesia’s elections will 


ancient force: the spirit world. That, say some, is no aid to democracy 


By Jeremy Wagstaff/JAKARTA, MAGELANG AND GADOG 


democracy in a country still trying to make the shift 





























in the political élite’s approach to power. Under 
President Suharto’s 32-year rule, leaders owed their. 
position more to largesse than to popular sup- 
port. But many also turned to Javanese mystical 
practices, including meditation, pilgrimages to 
sacred sites and the pursuit of heirlooms vested 
with supernatural powers. Democracy has changed 
some of this, but not as much as you might think: 
While victory at the polls is important for any can 
didate, for many it also serves as a confirmation. 
of wakyu—an equally significant spiritual mandate. 
“Now it’s 50-50,” says political scientist Sukardi 
Rinakit of Jakarta’s Centre for Political Studies: 
“They see the vote as important, but they also. need. 
something else, something charismatic.” 

In many ways, politicians are only mirroring 
a widespread popular belief in mysticism and the 
supernatural in Indonesia, where people from 
bankers to tricycle drivers consult psychics and 
faith-healers. The most successful soothsayers 
become celebrities, appearing on TV as pundits 
or contestants on quiz shows. Magic infuses every 
aspect of life, particularly on Java. Places and objects. 
acquire mystical significance, such as Mount Lawu 
in Central Java, which is believed to be where the. 
last of the Majapahit kings vanished into the sky. 
Every Javanese new year, tens of thousands of peo- - 
ple, young and old, make the 10-hour pilgrimage 
to its peak. George Quinn, a senior lecturer at the 
Australian National University who has written 
about such sites, recalls the pilgrims he met.on a 
visit to Lawu two years ago. “The atmosphere looked” 
frivolous but they were all extremely serious about: 
getting to the summit,” he says. : 

Such attitudes on the part of Indonesian lead- 
ers and the electorate may not affect the outcome 
of the election. But academics and observers sa 
they are likely to slow down the development o 


from three decades of autocratic rule to one pE- 
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where leaders feel accountable for their actions and vot- 
ers feel their votes count. “That’s the problem with 
Indonesia,” says Hasyim Wahid, brother of former Pres- 
ident Wahid. “We can't escape yet from this Javanese 
cosmic point of view of hanging on one person.” 

Not that many political leaders will publicly own up to 
an interest in the spiritual world. But among those hop- 
ing to run in this year’s poll, at least two of the three retired 
generals likely to stand as presidential candidates—includ- 
ing a former defence-forces chief, Wiranto—have sought 
the assistance of mystical advisers, or dukuns, for spiritual 
help, friends and associates say. The sultan of Jogjakarta, 
meanwhile, who recently withdrew as a Golkar candidate, 
“is deeply committed to all the supernatural powers of the 
kingdom,” says one long-time friend. 


TAKING A RISK 

The politicians’ silence is hardly surprising in this, the 
world’s largest Muslim nation. True, some Indonesians 
might applaud what they see as respect for the country’s 
past, but others condemn dabbling in the spiritual world 
as hocus-pocus, even sacrilegious. For most politicians it’s 
simply not worth the risk. “Everybody will say, ‘no way’,” 
says Rinakit. Wahid’s visit to Parangkusumo beach, for 
example, is one of the few such ceremonies known to have 
been recorded: When copies of the video leaked out, an 
Islamic group added a commentary accusing him of un- 
Islamic practices. Wahid’s followers later defended the trip, 
saying that such a ceremony had Islamic roots. Even 
Suharto, despite being an avid practitioner of kebatinan in 
his early years, played down its significance, and belit- 
tled his closest spiritual adviser, Sudjono Humardani, when 
he began to brag about his influence over the president. 

This doesn't mean that politicians don't practise spiri- 
tual beliefs: It’s just that, like other Indonesians, they do so 
quietly. More than a quarter-century after Sudjono Humar- 
dani’s death, his son Djoko owns a house overlooking the 
confluence of two rivers in the Javanese village of Gadog, 
one of the most popular sites for a bathing ritual that 
aims to absorb and harness two opposing forces. Stand- 
ing on his front lawn on a recent night, Djoko watches as 
clusters of believers pray by the water's edge before wading 
into the rivers. He’s discreet, but acknowledges that presi- 
dents Sukarno and Suharto and many ministers, politicians, 
generals and would-be power holders have made their 
way up here over the years to meditate. “This river is one of 
the great sources of power in Indonesia,” he says. 

Indeed, many find it unsurprising that politicians who 
are either Javanese or married into Javanese blood have 
dabbled in mysticism, or make pilgrimages to sites that 
are not orthodox Muslim. It’s part, they say, of seeking the 
spiritual mandate wahyu. And while attitudes are slowly 
shifting, says Rinakit, they are unlikely to change quickly 
so long as many Indonesians see an election as just one 
pillar of a leader’s legitimacy. “Democracy in Indonesia 
will be like this, for at least 20 years,” says Rinakit. “Peo- 
ple prefer something not too clear, not too rational. For 
us, democracy must be slow.” = 

Puspa Madani and Rin Hindryati 
contributed to this article 





Myrtus AND Mystics: II 


Dying Gasp of 
An Ancient Tale 


Directed by Robert Wilson, I La Galigo is a 
colourful and dramatic bid to secure the memory 
of the Bugis people’s creation myth 


By Sadanand Dhume/SINGAPORE AND JAKARTA 
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SULAWESI, the scorpion-shaped Indonesian island northeast 
of Java, has been known for many things over the centuries. 
In the 19th century, its Macassar hair oil, from what is now 
Makassar, led to the invention of the antimacassar, an orna- 
mental piece of cloth used to protect furniture in Victorian 
living rooms. More recently, the island flashed across the world’s 
television screens thanks to the bombing of a McDonald’s 
restaurant and a Toyota showroom by angry young extrem- 
ists. Now an American theatre director and a troupe of Indone- 
sian dancers hope to showcase a more benign aspect of 
Sulawesi—an ancient epic all but dead in its native land. 

I La Galigo is an adaptation of the creation myth of the 
Bugis, an ethnic group concentrated in Sulawesi with settle- 
ments dotted across Riau and Kalimantan, who sprung from 
a seafaring tradition of piracy and trade. Their saga, La Galigo, 
or Sureq Galigo, tells the story of a pair of golden twins, descen- 
dants of gods sent to populate the middle world. The twins 
are drawn to each other but aware that an incestuous coupling 
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pre-Islamic past, the first written versions, inscribed on ees SA 
leaf, date only to the 14th century. At the time, Islam was _ 
still a new and relatively minor faith on Sulawesi, but the _ 
island’s southern part would go on to become one of Indone- 
sia’s most devoutly Islamic regions. By the 1800s, when Dutch __ 

Protestant missionaries began the first systematic study of E 
Sulawesi’s language and literature, knowledge of the epic was 
already in decline. It suffered further in the 1950s when South 

Sulawesi became a hotbed for Muslim agitation against the 
secular Indonesian state, and Muslim spiritual leaders ordered 
the destruction of the epics manuscripts. | 

“It was considered anti-Islamic because it was pre- i 
Islamic,” recalls Roger Tol, director of the Jakarta office ofthe 
Royal Netherlands Institute of Southeast Asian and Caribbean 
Studies, and one of fewer than 100 people who can read the 
epic in its original language, old Bugis. 

About four years ago, Rhoda Grauer, an American film 
maker and television producer, chanced upon La Galigo while 
researching a film on Sulawesi’s bissu cross-dressing priests 
(they believe the jury is still out on whether God is a man or 
a woman), who are the epic’s traditional guardians. Grauer 
began thinking of ways to bring it before a wider audience. 
Soon the idea of a theatrical production—traditionally the text 
was chanted rather than staged—took shape. She says she 






“Politics can divide man. Religio: 
can divide man. But art can br 





tain and Guantenls Terrace, 
foothills of Shiraz in the Shah's Iran. 
“An epic needs an epic vision,” says 
adds, “has an epic vision. He doesn't deal w 
Grauer talked about it with Restu Kus 
who runs an arts centre in Bali and who had been in a i Wilson 
production. Together they approached the American, and 
he helped bring on board the show’s Italian producers. An 
Indonesian composer and a cast of more than 50 dancers 
drawn from across the country followed. The show premieres 
in the Esplanade Theatres in Singapore on March 12 before 
winding its way through Amsterdam, Barcelona, Lyon, 
Ravenna this year and then on to New York in 2005. 
Wilson is known for a very visual approach to drama, 
and believes contemporary theatre has become too intel- >> 
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lectual: It ought to be “something we see and something 
we experience,” he says. He calls I La Galigo a symphonic 
work. The performance is filled with colourful costumes, 
carefully controlled lighting and music that throbs with the 
sound of traditional drums and the sharpness of flutes. On 
stage, houses fly and gods descend in shafts of bamboo. 

At a press conference in Singapore, Wilson spoke about 
his art—“some people believe man was moving before he 
was speaking”—but also found an opportunity to take a swipe 
at post-September 11, 2001, United States visa-application 
procedures. “Politics can divide man. Religion can divide 
man. But art can bring us together,” says Wilson. “Maybe it’s 
timely at a time of turmoil and conflict in the world.” 

Everyone involved with I La Galigo seems to have spent 
a lot of time agonizing over causing offence. Should an Amer- 
ican director stage an Indonesian epic? Should Bugis verses 
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PRESIDING: Robert Wilson and (/eft) a scene from the show 


be chanted on a stage in Amsterdam? A bissu priest is on 
hand to bless the performance and to pronounce on such 
matters as the appropriate colour for a ladder from the heav- 
ens and on whether it ought to be on the right side of the 
stage or the left. Before a rehearsal workshop in Bali, a priest 
demanded, and was given, an empty bus to carry nine imag- 
inary companions from the airport. 

With a marquee director and a budget upwards of $1 
million—the show’s producers declined to be more specific— 
I La Galigo is likely to meet Wilson's goal of exposing audiences 
to a little-known work from an often-overlooked part of the 
world. Yet its impact on Indonesia, where arguably a need to 
understand the past is most pressing, will be peripheral. For 
now it is not expected that the performance will play in Jakarta. 
And the air-conditioned comfort of Singapore’s Esplanade cen- 
tre is a world away from the sweaty lanes of Makassar. 

Kusumaningrum of the Purnati Arts Centre says the 
omission is partly a question of economics. “In Indonesia, 
theatre is not part of daily life,” she says. “People aren't 
used to paying for it. We need support from government, pri- 
vate individuals, local business people and the interna- 
tional business community. If it’s impossible to bring to 
Indonesia, then I’m happy to say, don't bring it.” 

Tol, the Dutch scholar, says he does not see any mean- 
ingful revival of La Galigo under way in Indonesia. La Galigo 
has not even been fully translated into Indonesian from 
old Bugis, which few people can understand and even fewer 
can read. Tol points out that there are no newspapers or 
television channels in Bugis and little radio. The erasure of 
the past is not limited to Sulawesi. Even aspects of Indone- 
sian culture deeply rooted in local communities and long 
patronized by élites—such as the Javanese versions of the 
Ramayana and Mahabharata—are threatened by modern- 
ization and Islamization, or the mall and the mosque. In the 
face of such forces, I La Galigo represents a rare chance to 
glimpse a fast-fading world. 
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Books: Laos 


An American 
In Vientiane 


Brett Dakin’s account of his experience working 
in Laos adds to the small pool of such records on 
the country, writes Bertil Lintner 


THERE ARE VERY FEW recent personal accounts of Laos 
written by foreigners. Stalking the Elephant Kings: In Search of 
Laos, by Christopher Kremmer, published in 1997, is one. The 
Hanoi-based Australian radio journalist travelled in Laos in 
the 1990s, setting off in search of the last—and lost—royal 
family of Laos, who were deposed by the communists in 1975. 
He tells the story of a Southeast Asian revolution and its tragic 
consequences, how a landlocked corner of Asia is coming 
to terms with the legacies of the American war and commu- 
nism. Lao Roots: Fragments of a Nordic-Lao Family Saga, by 
Fleur Brofos Asmussen, also came out in 1997. Asmussen 
was told late in life that her grandmother was Lao. Her Nor- 
wegian grandfather had been a trader in French Indochina at 
the turn of the last century, and was then briefly married to 
a Lao woman, Asmussen’s grandmother. 

Given this paucity of writings, Brett Dakin's book about an 
American's sojourn as a consultant at the government's 
tourism authority in the late 1990s and early 2000s is a valu- 
able new insight. The title, Another Quiet Amer- 
ican: Stories of Life in Laos, and the style are 
influenced by Graham Greene’s famous book 
about the early stages of the Indochina War. 

Dakin writes that “as a young American, I 
simply couldn't escape the legacy of America’s 
influence in Vietnam and Laos, that echoes 
everywhere in life in Vientiane today.” 

Laos is known as the most heavily-bombed 
country in history. The United States dropped 
more ordnance on Laos during the Vietnam 
War than it did during all of World War II. The 
American goal was to cut the so-called Ho Chi 
Minh Trail, the main supply line from North 
to South Vietnam, which went through Laos. 
Also, American B-52 bombers that took off 
from airfields in Thailand and couldn't drop their loads on 
Hanoi because of anti-aircraft artillery, simply dropped the 
bombs over Laos on their way back to their Thai bases. 

Dakin reflects on the Laotian legacy of unexploded ord- 
nance everywhere, which is still killing and maiming people, 
and discusses the refugees who left Laos after 1975. 

Somewhat surprisingly, Dakin did not encounter any anti- 
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American feelings. On the contrary, Laotians look up to Amer- 
ica, where many now have relatives, and numerous families 
in Vientiane depend on money they receive from overseas 
relatives who fled after 1975. Some refugees, and children of 
refugees, are now returning to Laos, Dakin notes. 

Dakin ventures beyond the usual superficial descriptions 
of expatriate bars, bar girls and taxi drivers, and makes a real 
effort to understand the new, strange world around him. 
Unlike many foreign visitors to Laos, Dakin made an effort 
to learn the language and feels a deep sympathy with the Lao 
people. He is less sanguine about the country’s authoritar- 
ian government. But, as Dakin reflects, there is no sign of an 
alternative. Even the disaffected Laotian royalists in France 
and the U.S. have little to offer their compatriots other than 
reminiscences of glorious days gone by. 











CAPTURING LAOS: Poverty is still widespread in the country 


Dakin is not kind to other Westerners he meets: Busi- 
nessmen who constantly complain about everything, 
and aid workers involved in endless and largely meaning- 
less “development projects” who write reports “no one 
would read” in between “sipping the local beer in some 
hotel bars.” The book’s highlights are descriptions of Dakin’s 
English lessons with Lao students, who vividly come alive 
on the page. 

Some might argue the book could do with a more sub- 
stantial political and historical material, but that was not 
Dakin’s intention. Instead, he portrays the reality of Laos 
as one of the world’s least-developed countries, where most 
people survive on subsistence farming. Economically, the 
country is decades behind Thailand, though the two are 
closely related ethnically and linguistically. The book is 
an excellent contribution to a better understanding of life 
in Asia outside the big cities and the usual expatriate 
enclaves where many Westerners spend their time in this 


part of the world. = 
Bertil Lintner is a senior writer for the REVIEW 
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Sizing Up the Asian Market 


When it comes to selling clothes—or any product for that matter in Asia—one size 
or style definitely does not fit all. It’s important to cater to local tastes 





WHEN JOHN ANDERSON, a long-standing manufacturing plants in seven Asian countries, including the 
Levi Strauss & Co. company man, assumed the role Philippines, China and Bangladesh, which turn out clothes for 
of Asia-Pacific president in 1998, his mantra was both Asia and its markets in the West. 
“decentralize and localize.” Anderson also began wooing Asian women. Female cus- 
The company’s regional marketing and product tomers account for about 25% of Levi Strauss’s sales in Europe 
design was all done in Japan and for years Asia sales and 15%-20% in the U.S. In Asia, women account for 30% of 
were flat. To fix the problem, Anderson set up addi- sales, and Anderson aims to get that up to 45% in the next two 
tional research-and-design centres in Hong Kong years. “The traditional cultural barriers are breaking down, and 
and Australia, tasked with tailoring styles for local women in Asia are much more assertive and expressive,” he says. 
bodies, and put each country in charge of its own Anderson figures more Asian women are willing to be daring and 


balance sheet. Levi Strauss’s Asia sales have grown 
by double digits since then. 

“The most important lesson we learned is that 
there are significant differences in each Asian 
market. The Japanese are built differently 
from the Chinese, who are built differ- 
ently from the Australians. We’ve got 
northern and southern hemispheres, 
and seasons arent aligned,” says Ander- 
son, who served concurrently as Levi 
Strauss’s Canada and Latin America 
president before moving to Asia. “You 
have to recognize that one business model 
does not fit across the Asia-Pacific region.” 

The right fit is crucial. Levi Strauss 
skipped that step in 2002 when it brought 
its new Levi Engineered Jeans, 
developed in Europe, straight 
to the Asian market. The 
jeans gaped at the waist of 
most Asian women and the 
leg length, which the 
styling made difficult to 
alter, was too long. 
Despite a major regional 
advertising campaign, 
sales languished. “The 
lesson we learned was, get the fit 
right—especially for women.” 

About 20% of Levi's clothes 
now sold in Asia are original 
products that are designed in one 
of the regional R&D centres. Another 
75% of its clothes are styles brought in 
from Europe or the United States, but 
redesigned at those centres to fit a host 
of Asian builds. The company has 


wear clothes such as jeans, long seen as masculine. 
In the last two years, the company has quickly scaled up the 
number of new women’s offerings in Asia and last year opened 
three women-only stores in Singapore, Malaysia and Hong 
Kong. Levi Strauss Japan, for example, introduced Levi's Red- 
loop Girl, a new line for young women under 22, and Levi's 
Lady Style, a separate brand for professional women. 

The Levi's Girls stores, as the women's outlets are called, 

have done so well the company plans to open six more 

in 2004. “Women are constantly looking for newness, 
especially women in Asia,” says Anderson. 

Levi Strauss’s twin focus on localized fit and female 
consumers has helped turn Asia into the company’s one 
bright horizon. Global sales, which dropped by 1% to $4.09 

billion in 2003 over the year before, grew by 20% in Asia 
to $421.6 million. 

The company swung to a net loss of $349 mil- 
lion for the fiscal 2003 year, from a net income 
of $7.3 million in 2002, and on March 2 

announced restatements of its financial 
results for 2001, 2002 and the first three 
quarters of 2003. Levi Strauss, which is 
not publicly listed, announced it was hir- 

ing tax-and-finance experts to address 
what its auditors called a “material 
weakness in internal controls.” 

Anderson maintains that the company’s account- 
ing woes and weak U.S. and European sales—due to 
a combination of plunging prices, shrinking mar- 
gins and a sense that the brand has lost a bit of 
ground in the West—won't dent the brand’s grow- 

ing cachet in Asia. 

“It can be distracting, but I keep telling our staff 
to focus on getting fun, new styles out to the mar- 

2 ket,” he says. “I don't believe the average young 
2 person out shopping is focused on these kinds of 
[corporate] issues.” CRIS PRYSTAY 
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Travel is an essential part of any 
business. That’s why most successful 
companies spend a massive amount 
on - amongst other things - air fares, 
train fares, taxis, hotels and credit card 
accounts for their employees who 
travel on business. However, there are 
ways to reduce costs, save time on 
booking and improve standards for 
travellers. That’s where the Business 
Travel Expo comes in. 


Now in it’s third year, the Expo takes 
place from 30-31 March 2004 at the 
Hong Kong Convention and Exhibition 
Centre. It provides the perfect platform 
for buyers and arrangers of business 
travel to meet with international and local suppliers of 
airlines, hotels, car rental, online booking and travel 
management plus many more products and services. In 
this environment visitors can compare costs and services, 
find new suppliers, negotiate discounts, discover more 
efficient travel booking methods, see the latest 
technologies and catch up with existing suppliers. 


Running alongside the exhibition is an educational seminar 
programme where industry experts and experienced 
travel buyers explain how to manage travel more 
effectively as well as give valuable tips on how to save 
money, time and effort without compromising standards. 
This year, as a one-off special offer, all seminar sessions 
are free to anyone who books in advance! 


So, from the executives with budget responsibility for 
business travel to secretaries who arrange and book it, 
one visit to the Business Travel Expo could make a real 
difference to the efficiency of your business and the 
satisfaction of your travellers. 


To find out more or register free visit: 
www.businesstravelexpo.com or call 


the Ticket Hotline on (852) 2335 0406 
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In the era of utility computing, it's more important than ever to have software 
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PRIVATIZATION REVIEW 

I draw your attention to Malaysia Re- 
views Past Privatization (Intelligence, 
Mar. 11]. You report that “the Malaysian 
government has authorized a sweeping 
assessment of the privatization policies 
of former Prime Minister Mahathir 
Mohamad in an apparent bid to avoid 
past mistakes” and “the new adminis- 
tration is anxious to avoid mistakes 
made by Mahathir’s administration.” 

It is true that the Institute of Strate- 
gic and International Studies was com- 
missioned to carry out a study of the 
Malaysian privatization policy. For your 
information, the study was in fact pro- 
posed and initiated by former Prime 
Minister Mahathir during his tenure 
in office. 

Your report is a gross misrepresen- 
tation of facts. It does not reflect the true 
situation, and I believe it has misled 
your readers. The main objective of the 
study is primarily to review the conduct 
of Malaysia’s privatization policy, to 
assess the post-privatization experience, 
implementation modes, terms and con- 
ditions and practices, and compile a 
database of projects for analytical and 
documentation purposes. The study will 
include comparable privatization expe- 
rience in other countries. 

The outcome of the study will be 
made available to those interested about 
privatization in Malaysia and to the pub- 
lic sector. The study will serve as use- 
ful input to enhance policy formulation 
and future directions on privatization. 

RAJA ZAHARATON BINTI 
RAJA ZAINAL ABIDIN 
Economic Planning Unit 

The Prime Minister's Department 
Putrajaya 


FRIENDLY RELATIONS 
I refer to your article Testing Time for 
Pakistan [Mar. 18]. President Pervez 
Musharraf, on numerous occasions, has 
been praised for his continuing efforts 
to eradicate the menace of Al Qaeda and 
the Taliban. Our firm stand on various 
foreign policy and security matters has 
been acknowledged in laudatory terms 
by leaders of the world. 

The remarks of U.S. Deputy 
Defence Secretary Paul Wolfowitz 
reflect anything but the true spirit 


of Pakistan and the United States’ 

long-standing and friendly relations 

and President Musharraf’s role in the 

war against terrorism both at home 
and abroad. 

NIGHAT SHAH 

Consul (Information) 

Consulate General of 

the Islamic Republic of Pakistan 

Hong Kong 


Not ‘CoMMUNIST’ 

I write to comment on your fondness 
for the term “communist China,” most 
recently used in Taiwanese Prepare 
to Vote (Editorials, Mar. 4]. This does 
not mirror reality. 

The Chinese Communist Party 
founded by Mao Zedong is no more 
what it used to be. Mao's communists 
thought that capitalists were the 
enemy; today, the party cherishes cap- 
italists. Although Mao’s communists 
called the proletariat the owners of the 
nation, the party now lays them off and 
leaves this class in poverty. 

While I do not want to say that the 
current party is bad, it is not the com- 
munist party for the proletariat. 


ZHAI GUANGQUN 
Singapore 


CORRECTIONS 

In Testing Time For Pakistan (Mar. 18), 

we accidentally misattributed three quo- 
tations to U.S. Deputy Defence Secretary 
Paul Wolfowitz. The corrected version of 
the article is available to subscribers at our 
Web site, www,feer.com. A copy also can be 
obtained by contacting us by fax at (852) 

2503-1530 or e-mail at review@feer.com, 

specifying whether you prefer to receive the 
article by fax, e-mail or post. 


In Making the Whole World Listen [Feb. 
26], we should not have stated that Huawei 
and Cisco have settled their legal dispute 
out of court. Cisco has stayed its litiga- 
tion against Huawei pending an inde- 
pendent review of product changes made 
by Huawei to address Cisco’s concerns. 
That review has yet to be completed. 





All letters must include the writer's name, address and 
phone number and are subject to editing. By mail: Review, 
GPO Box 160, Hong Kong; By fax: (852) 2503 1530; 
By e-mail: letters@feer.com 
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Trivial Pursuit The South Korean parliament cheapens 


the country’s democratic processes by impeaching Roh Moo Hyun 


Ron Moo Hywn’s impeachment as president of South 
Korea was one of those triumphs of democratic government that 
turns out to be deeply unfortunate. (See related article on page 14.) 
We were gratified (but only just) that Mr. Roh’s opponents 
kept to democratic processes to remove him. The trouble is that 
the piffling accusation on which they impeached Mr. Roh only 
cheapens the process. 

South Korean authorities have accused Mr. Roh's 2002 pres- 
idential campaign of receiving illegal contributions. In fact, Mr. 
Roh had said he would resign ifhis campaign was found to have 
accepted a tenth of the amount his opponent is said to have 
received. The implication that any amount of illegal funding 
could be acceptable is troubling in itself, of course. But the Grand 
National Party also was accused of accepting illegal contribu- 
tions—tens of million of dollars worth—and its candidate in the 
2002 elections even has publicly accepted responsibility for his 
campaign's action. But rather than confront serious issues of 
broad institutional integrity, politicians have been engaged in 
a game of gotcha. 

So why was Mr. Roh impeached? Mainly for making a pub- 
lic statement ahead of legislative polls supporting a party allied 
with his administration. Yet while the National Election Com- 
mission ruled that Mr. Roh did break the law on presidential neu- 
trality, it felt this was a minor lapse. And what a silly law this is 
anyway—one that ought to be deleted from the books when 
brought to light, rather than so doggedly pursued. 


All this could turn against Mr. Rohs opponents. Opinion polls 
show that 65%-76% of those questioned disapprove of his 
ouster—when just over a year ago he was elected with just 49% 
of votes, a mere two percentage points ahead of his opponent. And 
on March 13, some 50,000 people converged on downtown Seoul 
to protest at the impeachment, in a manner that recalled protests 
against authoritarian governments during the 1980s. 

Public outrage may well provide a fillip for the Uri Party, for 
which Mr. Roh had voiced support. Another plausible out- 
come is that Mr. Roh will be returned to the presidency after the 
Constitutional Court rules on the impeachment and the trivi- 
ality of its grounds. If so, Mr. Roks reassertion of his presidency 
would see him re-energized as much as ifhe had been re-elected 
(which he can't be because of anti-incumbency laws). 

For those who keep watch over the North-South Korea equa- 
tion, a reinvigorated Mr. Roh who's been preaching a kinder 
engagement with the North could be emboldened to press 
further with his policy. But whether or not this happens, we 
should be worried about Pyongyang now. A regime that cease- 
lessly calculates and recalibrates its position will be taking 
note of opportunities from turmoil in Seoul. 

At the end, Mr. Roks impeachment is a matter of domestic 
concern. While the formal structure of democracy is in place, sub- 
stance apparently is a little in want. You dortt have to be a fan of 
Mr. Roh to appreciate he got a bad deal. Certainly, that's how many 
South Koreans see it. Is anyone paying attention to them? @ 


Bas 1C Facts The wrong ‘spirit’? moves China on Hong Kong’s constitution 


“WE DEFINITELY HAVE to define 
what real democracy is and what fake 


scale election of its legislature by the ear- 
liest dates set out in the Basic Law. 


also have to understand it in its spirit...” 
True, constitutions can be open to 





democracy is. We definitely have to have 
a democracy which would safeguard Hong 
Kong's prosperity and stability, but not... 
a kind of democracy which betrays the 
national interest.” That reported caution to 
parse true democracy from fake came from 
none other than a legal expert from China, 
Asia's largest authoritarian state and the 
world’s last major bastion of communism. 

The comments were made at a con- 
ference in Hong Kong by Xu Chongde, 
‘a law professor at the People’s Univer- 
sity and a Basic Law drafter. They are 
interpreted as an attempt to abbreviate 
hopes that Beijing will allow direct elec- 
tion for Hong Kong’s top leader and full- 


Undoubtedly, Mr. Xu is an expert on 
Chinese law. But it’s worth noting that 
the concept of “law” in China is at variance 
with norms in much of the rest of Asia, and 
certainly Hong Kong. Most of us believe 
that laws protect us from excessive state 
intrusion; communist regimes, however, 
make and remake laws to perpetuate their 
tule. They are meant to be intrusive instru- 
ments of state. So we'd take Mr. Xu's advice 
on democracy with a dose of scepticism. 

Among those from the mainland who 
joined Mr. Xu at the conference was Xiao 
Weiyun, another Basic Law drafter. Mr. 
Xiao expressed this curious gem: “We have 
to understand the Basic Law in words, but 


interpretation. Yet the beauty of latter-day 
charters, which benefit from hundreds of 
years of debate and fine-tuning over basic 
rights, is that they are more exact than 
their predecessors. Modern-day drafters 
take care to remove as many ambigui- 
ties as possible about entitlements and 
responsibilities of citizenship, as a basis 
for a transparent and stable polity. 

But if we accept Mr. Xiao's comments, 
then contrary to the modern “spirit” of con- 
stitutional liberalism, China wasn’t fully 
transparent about its intentions when it sold 
the Basic Law to Hong Kong. How is Hong 
Kong to trust Beijing today? Unsurprisingly, 
people in Taiwan have taken note. @ 
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Chinese Embassy’s 
Protest Backfires 


United States Congressmen Peter Deutsch and Dana 
Rohrabacher received an unexpected boost from China when 
they tried to drum up support for a letter backing Taiwan's 
right to hold referendums free from outside intimidation 
or threat of force. The idea for the letter originated at a Feb- 
ruary 26 Heritage Foundation forum, at which Democrat 
Deutsch and several colleagues pledged to write to the Tai- 
wanese people, expressing backing for Taiwan's planned 
March 20 referendum on arms purchases from the U.S. to 
counter the mainland’s missile threat and negotiations 
with China, according to Deutsch’s aide, Danielle D. Camner. 
After the pledge was reported in the press, and before the let- 
ter had been distributed, Niu Qingbao, a counsellor at the 
Chinese Embassy in Washington, sent faxes and then e-mails 
calling on representatives not to sign it, arguing, “You know 
only two [sic] well that this ‘referendum has nothing to do 
with democracy.” Camner says once the Chinese lobbying 
began, Deutsch’s office immediately received phone calls and 
e-mails asking “what is this, can you tell us more?” China’s 
intervention, she says, “has made it possible for us to change 
our plan and be a little more aggressive.” By March 17, the 
letter had signatures from 15 congressmen. 


PETITION TO REOPEN FBI CAMBODIA PROBE 
Six prominent United States senators have asked Federal 
Bureau of Investigation chief Robert Mueller to resume the 
bureau's investigation of a 1997 grenade attack in Phnom 
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CAMBODIAN CARNAGE: The FBI is asked 
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Penh in which 16 Cambodians were killed and scores of oth- 
ers, including an American, were injured. In a March 8 
letter, the senators, headed by Republican John McCain, 
charged that Prime Minister Hun Sen's government has 
“failed to investigate this attack” against a rally organized by 
opposition leader Sam Rainsy. “This tolerance of violence 
and lawlessness perpetuates additional political killings of 
democratic activists,” wrote the senators, who include Demo- 
cratic Minority Leader Tom Daschle. “The absence of the 
rule of law in Cambodia has created an ideal environment 
for Asian gangsters and terrorists, as well as sexual preda- 
tors who destroy the lives of innocent Cambodian girls 
and women,” added the letter. 


VIETNAM FACES GARMENT QUOTAS 

More pain may be in store for Vietnam's domestic and for- 
eign-owned garment factories in the wake of controversy 
over illegal trans-shipments to the United States from China. 
Garment producers are bracing themselves for a possible 
cut in U.S. quotas following scheduled March 17-18 talks 
in Hanoi between Vietnamese and American trade officials. 
While the exact volume of illegal trans-shipments from 
China to Vietnam of U.S.-bound garments has not been pub- 
licly disclosed, in an investigation last August U.S. offi- 
cials came across 13 Vietnamese factories whose names were 
used in counterfeit documents, and “hundreds” of ques- 
tionable certificates of origin. Such evidence could be used 
to slash quotas allotted in a bilateral garment pact that came 
into effect last May—even though Vietnam and the U.S. 
agreed in February to implement an electronic visa sys- 
tem designed to eliminate such trans-shipments. The Amer- 
icans believe goods have been sent to Vietnam to get around 
U.S. quotas on Chinese garments. “I think it is fair if the 
U.S. penalizes Vietnam. Companies who made mistakes 
should be brought into court,” says Nguyen Duc Hoan, vice- 
chairman of the Vietnam Textile Association. But others 
believe the U.S. administration's decision will be based on 
domestic political considerations. “It’s an election year. The 
government would want to show that they’re being tough 
on trade,” says one producer. Vietnam shipped $2.48 billion 
worth of garments and textiles to the U.S. in 2003, a 16% 
rise over the previous year. 


U.S. CONCERNED OVER BASHIR DECISION 

Washington is concerned that a court decision to cut a jail sen- 
tence and confirming the dropping of further charges against 
radical Islamic cleric Abu Bakar Bashir may signal a lessen- 
ing of Jakarta’s support for the war against terrorism. Some 
U.S. officials attribute this to Indonesian opposition to the 
U.S. war in Iraq. “We deplore it,” a senior U.S. official says of 
the court ruling. “The Indonesian performance on terror- 
ism issues is not that good right now. Part of their reaction 
to their profound unhappiness with the war in Iraq has 
been to withdraw from cooperation with us in other areas,” 
adds the official, who works on Asian policy. Many Western 
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and Indonesian law enforcement officials are convinced 
that Bashir is the spiritual leader of Jemaah Islamiah, a mil- 
itant organization with links to the Al Qaeda network that has 
been accused of several terrorist bombings in Southeast Asia 
in recent years. (See article on page 18.) 


MALAYSIA URGED TO Boost CONTROLS 
United States officials were pleased with their late Febru- 
ary talks in Malaysia on nonproliferation issues, but they 
say Kuala Lumpur will need to do more to strengthen its 
export controls. U.S. Assistant Secretary of State for Non- 
proliferation John Wolf “had very good talks” in Malaysia, 
says a senior U.S. official responsible for Asia policy, adding: 
“I think you'll see [talks] continue at a pretty brisk pace.” 
Wolf, a former U.S. ambassador to Malaysia, visited Kuala 
Lumpur soon after Scomi Precision Engineering, a com- 
pany controlled by Malaysian Prime Minister Abdullah 
Ahmad Badawi's son, Kamaluddin, admitted manufactur- 
ing centrifuge parts seized on a ship headed for Libya. They 
were apparently intended for use in the North African coun- 
try’s nuclear-weapons programme. “Their statutory port- 
folio is not as extensive as some countries,” the official says, 
referring to Malaysia's export-control regime. “They under- 
stand this is a major issue,” he notes. “The lack of such a 
system will increasingly impede the transfer of technol- 
ogy to them and that in turn is going to have a negative 
impact on their ability to grow their economy through 
exports of manufactured goods.” 


TAIWAN TAKES ON JAPAN’S Disc KINGS 
While Japanese electronics titans like Sony and Toshiba fight 
a high-profile battle over which will set the standards for the 
successor to the DVD, Taiwan’s semi-governmental Indus- 
trial Technology Research Institute is quietly fielding its own 
candidate. Known as FVD (forward videodisc), the Taiwanese 
institute’s suggested format for next-generation DVDs is 
less ambitious than the Blu-ray format backed by compa- 
nies like Sony and Panasonic, or the HD DVD format 
endorsed by Toshiba and the DVD Forum, an industry stan- 
dards-setting group. In fact, FVDs are more like super- 
charged DVDs than a completely new technology. The Tai- 
wanese institute sees FVD as a transitional format between 
DVDs and true next-generation discs. The Taiwan disc would 
be read with a red laser—like current DVDs—and would 
hold about 6 gigabytes of data compared to the DVD’s 4.7 
gigabytes. But FVD would use advanced video-compression 
software from Microsoft to cram more video on that space, 
says Der-Ray Huang, who is in charge of the institute’s opti- 
cal-disc laboratory. His institute hopes to promote the FVD 
format for recording the kind of high-definition television 
broadcasts that have started up recently in many parts of the 
world. The organization has already proposed the FVD 
format for evaluation to the DVD Forum—the first step 
toward possible endorsement as an official optical-disc 
format, Huang says. = 
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PLEASED, BUT: U.S. 
official John Wolf 
had good talks with 
Malaysian officials, 
but the Americans 
want to see Kuala 
Lumpur strengthen 
its export controls 





Fukuoka, 
an Asian 
Business Hub 


Fukuoka Is a Vital Business 
Hub of Japan. 


The City features an advanced business 
infrastructure including the airport 
known for ease of access, web of 
expressways, and the vibrant port of 
Hakata. The market is supported by the 
15 million population of the entire area 
of Kyushu. Fukuoka has one of Japan's 
largest concentrations of information- 
related industries, and boasts advances 
in the cutting-edge research for system 
LSI design and robotics. 


One of Japan's Top-class 
Convention Cities 


Fukuoka is one of the best prepared for 
hosting conventions among the major 
cities in Japan. Participants can enjoy 
the City's abundant tourism resources, 
sports events and theatrical arts. 


Island City A Man-made 
Island in Hakata Bay 


A 400-hectare man-made island 
construction project is under way in 
the City to promote the “health care, 
medical care, and welfare” business 
as well as the "IT" industry. Fukuoka 
has its sights on a future-oriented 
model city linked with Asia and the 
world. In April 2003, the City area was 
designated by the national government 
as the Fukuoka Asia Business Special 
Zone desi to be 
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Chen, Lien in Dead Heat as Taiwan Heads to Polls 


Regional Briefing 


THIS WEEK 


The last week of campaigning before Taiwan's 
March 20 presidential election was marked by 
mass rallies and mud-slinging as final opinion 
polls showed President Chen Shui-bian and 
opposition leader Lien Chan running neck and 
neck. Some 2 million people turned out at 
nationwide rallies held by Liens Kuomintang 


TOO CLOSE TO CALL: A rally 
for Chen days before the poll 





party and its ally, the Peo- 


ple First Party, climaxing 
with Lien dramatically 
kissing the ground to 
show his love for Taiwan. 
Chers Democratic Pro- 
gressive Party rallied 
600,000 people in the 
south, and the DPP dis- 
missed allegations that 
Chen took bribes from a 
disgraced tycoon. 








The largest labour federation in 
the United States filed a com- 
plaint alleging that China has 
gained a significant trade advan- 
tage through systematic violations 
of workers’ rights by suppressing 
strikes, banning independent 
unions and using forced labour. 
Timed to maximize pressure on 
President George W. Bush in an 
election year, the AFL-CIO’s 
complaint asserts that the U.S. 
has lost up to 727,000 jobs 
because China’s repression of 
workers’ rights keeps its produc- 
tion costs low, giving it a 43% cost 
advantage on average over U.S. 
manufacturers. The complaint was 
filed with the U.S. Trade Represen- 
tative’s office. Bush has 45 days 
to decide whether to let the 
complaint proceed. If it proceeds, 
the International Trade Commis- 
sion will have a year to rule on it. 
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Meanwhile, the U.S. is set to file 
its first case with the World Trade 
Organization against China, 
charging that it violates trade 
rules by giving big tax rebates to 
domestic semiconductor makers, 
while retaining the full tax on 
imports. The U.S. chip industry 
fears the rebate is encouraging 
chip production in China at the 
expense of U.S. imports. 





TAKING U.S. JOBS: A Chinese labourer 


Reuters 





JAPAN 


Japan and Mexico final- 
ized a free-trade agree- 
ment that will take effect 
from January 2005. The 
deal lowers tariffs on 
such products as chicken, 
beef, pork and oranges— 
key Mexican agricultural 
exports. It also scraps 
duties on steel and cars, 
enabling Japan to export 
more of both via Mexico 
to the United States and 
Europe, with which 
Mexico has free-trade 
pacts, said Trade Minister 
Shoichi Nakagawa. 





The government's 
corporate-rescue agency 
approved a ¥366 billion 
($3.3 billion) bailout for 
Kanebo, Japan’s second- 
biggest cosmetics maker. 
The Industrial Revitaliza- 
tion Corp. will invest ¥86 
billion for 86% of 
Kanebo’s cosmetics 
business and Kanebo will 
use the remaining ¥280 
billion to clear half its 
debt. Kanebo turned to 
the IRC after abandoning 
plans to sell its cosmetics 
operations to Kao Corp. 


New government statis- 
tics showed that Japan’s 
economic turnaround 
remains in high gear. Real 
GDP grew at an annual- 





EXPLOSIVES EXPERTS 
defused a huge bomb in 
a van parked next to the 
United States consulate 
in the Pakistani port city 
of Karachi, saving the 
building from “massive 
destruction,” police said. 
The thwarted attack 
came two days before a 
visit to Islamabad by U.S. 
Secretary of State Colin 
Powell. Police said they 
suspected the same 
Islamic militant group 
that was responsible for 
two previous attacks on 
the consulate. 


ized 6.4% in the three 
months ended Decem- 
ber 31—its fastest pace 
in 13 years, revised data 
showed. The current- 
account surplus more 
than doubled in January 
from a year earlier—the 
seventh month of 
expansion. And con- 
sumer spending is 
“picking up,” the cabinet 
office said, suggesting 
that the export-led 
recovery is spreading to 
the domestic sector. 


CHINA 


Chances of foreign 
stakes in China’s biggest 
gas pipeline are dwin- 
dling, with talks stalling 
and the controlling 
partner, PetroChina, 
convinced it can go it 
alone, Chinese industry 
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officials said. They said a 
consortium comprising 
Royal Dutch/Shell, 
ExxonMobil and Russia’s 
OAO Gazprom is likely to 
drop out, nearly two 
years after pledging to 
buy 45% of the 
4,900-kilometre project, 
the first pipeline in which 
Chinese had invited 
foreign participation. 


The Chinese and French 
navies held their first joint 
naval exercises—China’s 
biggest military drills with 
a foreign power, Xinhua 
news agency said. Beijing 
dismissed charges that 
the drills, about 1,250 
kilometres from Taiwan’s 
north coast, were timed 
to scare voters before its 
presidential election. 


SOUTH KOREA 


General Motors’ South 
Korean venture unveiled 
a 1.74 trillion won ($1.49 
billion) investment plan, 
which would include 
making its first sport 
utility vehicle. GM 
Daewoo Auto & Technol- 
ogy Co., Korea’s third- 
largest car maker, said it 
would begin selling its 
SUVs in 2006 in Korea 
and elsewhere. 


PAKISTAN 


President Pervez Mushar- 
raf said a Libyan member 
of Al Qaeda was behind 
two assassination 





attempts on him in 
December. He said the 
Libyan, whom he didn’t 
name, paid Islamic 
extremists to carry out 
the attacks. Musharraf 
also vowed to drive out 
500-600 foreign terrorists 
living in semiautonomous 
tribal regions, where 
Pakistani troops launched 
a new offensive against 
tribesmen accused of 
harbouring Al Qaeda and 
Taliban fugitives. 
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INDONESIA 


Security Minister Susilo 
Bambang Yudhoyono 
resigned from the 
cabinet and announced 
his candidacy for the 
presidency in the July 5 
elections. Analysts said 


ik. ; 
CANDIDATE: Yudhoyono 


he would pose a serious 
threat to President 
Megawati Sukarnoputri’s 
quest for a second term. 
The retired four-star 
army general has done 
well in recent polls, with 
one poll in early March 


ON THE HUNT: Pakistani troops patrol a tribal region 
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showing him in a dead 
heat with Megawati. 


THAILAND 


The cabinet approved 
$300 million in aid for 
three mainly Muslim 
southern provinces under 
martial law. Most of the 
money is to improve 
infrastructure like electric- 
ity, communications and 
schools. The cabinet 
meeting, held specially in 
the southern town of 
Pattani, also pledged a 
further $480 million for 
development projects 
over the next three years. 


AUSTRALIA 


In continuing fallout from 
a currency-trading 
scandal, National Aus- 
tralia Bank fired four 
traders, their boss and 
three senior managers 
after a report by Pricewa- 
terhouseCoopers blamed 
them for A$252 million 
($186 million) in losses 
from rogue dealing. The 
report said the traders 
exploited loopholes in the 
bank’s systems to con- 
ceal losses over three 
years until these were 
uncovered by junior staff. 


COMPUTERS 


Hewlett-Packard, the 
world’s largest PC 
maker, said it plans to 
sell PCs in Asia that run 
on the open-source 
Linux operating system— 
a rival to Microsoft's 
proprietary Windows 
system. Japanese Linux 
software maker Tur- 
bolinux Inc., whose 
operating system will be 
installed in the new HP 
machines, said HP would 
start sales in China in 
June and expand to 12 
Asian countries. 








SPOTLIGHT 





TRANSPARENCY ISSUE: Close-run vote 


SK CORP. BATTLE ENDS 
A foreign investor’s bold bid to force major man- 
agement changes and other reforms at SK Corp. 
has failed, but other international shareholders 
say efforts to improve corporate governance at 
South Korea’s largest oil refiner will continue. 
Monaco-based investment fund Sovereign 
Asset Management wielded its nearly 15% stake 
in SK Corp. to put up a slate of new board can- 
didates and propose changes in the articles of 
incorporation to increase transparency. SK Corp. 
last year bailed out an affiliate facing a massive 
accounting scandal despite opposition from 
shareholders. Sovereign’s slate and proposals 
received 47.4% of the overall votes at a March 12 
annual general meeting in Seoul. The slate of 
directors and proposals submitted by SK Corp.’s 
family-dominated management received 51.7%. 
The vote brings to a close one of the most 
bitter and publicly fought efforts to influence the 
internal affairs of traditionally closed corporate 
Korea. Still, some foreign fund managers consider 
the close margin a victory of sorts. “I don’t think 
this is a bad showing, given the tremendous drive 
that the controllers of SK Corp. launched to pre- 
vent changes,” says Mark Mobius, president of 
Templeton Emerging Markets Fund, a share- 
holder in SK Corp. “This is not the end of efforts 
to improve corporate governance at SK Corp.” 
Only shareholders who were registered at the 
end of 2003 were eligible to vote. At that time, 
foreign shareholders controlled 43% of SK Corp. 
But now foreigners own more than 55% of the 
company, so they may have significantly greater 
leverage in future battles. Kimberly Song 
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SOUTH KOREA 


The High Cost 


Of Democracy 


Nobody knows what’s to come of the impeachment of President Roh Moo Hyun and an 
upcoming parliamentary election. So Roh’s people have acted quickly to assure investors that 
economic policy and planning on key issues remain stable 


WITHIN AN HOUR OF South Korean 
President Roh Moo Hyun’s impeach- 
ment by the national assembly on March 
12, his year-old administration was fully 
engaged in an impressive demonstration 
of damage control. As legislators turned 
the assembly into an unseemly pan- 
tomime of scuffles and hurled objects on 
live television, ministers and senior 
bureaucrats went into a frenetic series of 
phone calls and meetings designed to calm 
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and reassure bewildered foreign observers. 
Their main target: foreign investors and 
financial institutions. 

One early recipient of a phone call was 
the Seoul corporate office of United States 
banking giant Citigroup. In late February, 
Citigroup announced plans to buy just over 
a third of Korea’s sixth biggest lender, 
KorAm Bank, for $2.7 billion—the largest 
ever foreign direct investment in Korea. 

Kwon Tae Shin, a deputy minister in 





AGAINST IMPEACHMENT: A pro-Roh rally in Seoul on March 15 


By Donald Greenlees/SEOUL 


the Ministry of Finance and the Economy, 
quickly called the bank’s country head, 
Sajjad Razvi, to read a carefully prepared 
script that economic policy was stable and 
remained on track while the country’s 
Constitutional Court weighs in the com- 
ing weeks whether to uphold the 
impeachment motion. 

The technocrats could heave a sigh 
of relief: According to a senior ministry 
official, Razvi assured Kwon that as long 


DAYS OF JUDGMENT 


¢ After President Roh’s 
impeachment, ministers 
and bureaucrats moved 
quickly to reassure 
foreign investors, with 
apparent success 


e The Constitutional Court 
has 180 days to decide 
on whether to validate 
the impeachment 


e The April 15 elections 
will be a referendum on 
the impeachment and 
on Roh’s presidency 
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as the approval process did not slow 
down, the planned investment remained 
on track. Citigroup says it’s proceeding 
with the investment as planned. Any hic- 
cups in such a headline-grabbing deal 
would be a serious setback to their efforts 
to maintain confidence amid the uncer- 
tainty of Rob's ouster. 

“If Citigroup reconsidered its plan to 
invest in light of the political situation, 
it would have a huge impact on other 
foreign direct investors,” says the senior 
ministry official, Yoon Tae Sik, explaining 
the call. “The size of the Citigroup invest- 
ment is huge compared to the amount 
of total FDI. Citigroup accounted for one- 
third of FDI last year.” 

The Ministry of Finance and Economy 
was not leaving anything to chance in the 
hours after an impeachment motion that 
left Roh in his official residence, the Blue 
House, but suspended all his presidential 
powers. Working late into the night at 
their offices on the outskirts of Seoul, 
ministry officials sent out a mass e-mail 
to 1,000 corporate investors, financial 
institutions, economic agencies and 
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think-tanks around the globe. Kwon per- 


sonally put in calls to senior executives of 


ratings agencies Moody’s Investors Ser- 
vice and Standard and Poor's in New York 
and the Hong Kong office of Fitch Rat- 
ings, according to officials quoting from 
the Finance Ministry’s call log. 

The investor-relations barrage ap- 
peared to work. After an immediate shock 
to equities and money markets, both 
quickly stabilized and regained some lost 
ground. With Roh suspended from office, 
Prime Minister Goh Kun has moved in as 
acting president in an apparently smooth 
transition. But South Korea faces uncer- 
tain and testing days ahead. 

The fate of Roh’s presidency—indeed 
the immediate stability of Korean poli- 
tics—hinges on two looming decisions: 
first, the verdict of a politically opaque Con- 
stitutional Court on whether to validate the 
national assembly’s impeachment motion; 
and second, perhaps the judgment of the 
people themselves in national assembly 
elections on April 15. 

The vote to impeach Roh on three 
counts—alleged illegal election cam- 





RAUCOUS DEMOCRACY: Lawmakers scuffle at the national assembly over the impeachment of President Roh Moo Hyun 


paigning, election-finance corruption and 
administrative incompetence—has turned 
the elections into a referendum on the 
impeachment and Robs controversial 
presidency. It is the first time in South 
Korea’s history that a president has been 
impeached. And though South Korea 
remains calm, the economy stable and the 
protests limited to vigils of candlelight and 
song in downtown Seoul, the outcome 
of either decision could plunge the coun- 
try into a bout of serious instability. 

The court was due to meet on March 18 
to deliberate on the case for the first time 
since the crisis broke. Under the consti- 
tution, the nine Constitutional Court 
judges are entitled to take up to 180 days to 
decide (see article on page 16). Experts 
believe the court is unlikely to bring down 
a decision ahead of the April 15 poll. 

“It’s technically difficult to decide 
before the general election,” says Kim 
Jong Cheol, professor of constitutional 
law at Yonsei University and a former 
research officer with the court. “I think 
it will take at least a month.” 

That begs a question: Will the >> 
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court be influenced by the voters as much 
as by the law? A decision to uphold the 
impeachment would trigger a fresh pres- 
idential election within 6o days, in which 
Roh would be forbidden from standing. 
One alternative is a frightening scenario: 
The court reinstates Roh as president and 
the voters return an opposition major- 
ity to the national assembly, spurning 
Roh’s Uri (Our Open) Party. This could 
pitch the administration and legislature 
into a continuing test of wills with four 


years to run in Rohs official term in office. 

The events of the past week highlight 
the divide in Korean politics. Roh, a self- 
taught lawyer from a poor rural family, has 
challenged the Korean establishment. 
Although his policies have been far from 
radical, his public comments and style 
have challenged the establishment and old 
clubbish rules which have governed how 
Korean politics is played. He has 
unleashed the political shackles on the 
public prosecutor to enable the arraign- 


ment of legislators on corruption charges. 
A number are currently behind bars. 

So far the polls and the legal experts 
forecast a soft landing for Roh from the 
current political crisis. In three separate 
polls, between 65% and 76% of respon- 
dents were opposed to the impeachment. 
The small Uri Party has experienced a 
sharp bounce in popularity. And in a poll 
of constitutional law professors, 49 of 
87 respondents thought the Constitu- 
tional Court would dismiss the case. 



























The fate of South Korean President Roh Moo Hyun rests in 
the hands of eight men and one woman, judges of the 
country’s Constitutional Court, whose political views are as 
obscure as the process of their deliberations. 

“We don’t have any evidence to assess their political 
attitudes,” says Kim Jong Cheol, professor of constitutional 
law at Seoul’s Yonsei University and a former researcher 
with the court. 

The judges have 180 days from the passage of an 
impeachment motion by the national assembly on March 12 
to decide whether Roh goes or stays. If six of the nine 
judges vote to uphold the impeachment, a new presidential 
election must be called within 60 days. Roh, who would be 
banned from holding any public office for five years, would 
not be permitted to stand. 

If the impeachment is rejected, Roh, who has been 
suspended from office since the assembly voted to oust him 
by the necessary two-thirds majority, would be immediately 
reinstated. But the president faces an uncertain wait. 

Of the nine judges, Roh appointed only one—Jeon Yo 
Sook, the court’s sole female justice, who was installed in 
August last year on the recommendation of the chief justice 
of Korea’s Supreme Court. Although she has spoken out in 
defence of the rights of minority shareholders in Korea’s big 
corporations, a cause also supported by Roh, it is far from 
certain he can count on her vote. 

Two others were installed by Roh’s predecessor, Kim 
Dae Jung; three were appointed by the opposition-controlled 
national assembly that has voted for impeachment; three 
others are the appointees of the Supreme Court chief 
justice. All nine have impressive judicial track records. 

Opposition Grand National Party spokesman Park Jin 
acknowledges that opposition parties have taken a gamble. 
“Out of the nine, | guess five or six will support the impeach- 
ment,” he says. But he admits this is “only speculation.” 

The 13-page impeachment motion backed by the GNP 
and the Millennium Democratic Party cites Roh for three 
offences: illegal campaigning by stating his support for the 
minority Uri Party at a February 24 press conference; 
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IN THE HANDS OF AN UNPREDICTABLE COURT 
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ROH: Court judges have 180 days to decide his fate 


accepting illegal funding in the 2002 presidential elec- 
tion campaign; and breaching Article 69 of the constitu- 
tion, which obliges the president to discharge his duties 
in a sincere manner. This last clause is about adminis- 
trative competency; Roh is accused of failing to revive 
the economy. 

Park is confident the court will consider the “social 
implications and political implications” when delivering 
its verdict. 

But Yonsei’s Kim, who describes himself as politically 
“neutral,” is adamant that from a legal standpoint the 
impeachment is a travesty. “The national assembly does 
not have the legal evidence to bring this case before the 
Constitutional Court,” he says. “It’s too vague and there is a 
lack of evidence necessary for impeachment.” 

He also has a word of advice for the nine judges: 
“According to the Korean constitution, the Constitutional 
Court should decide the case according to the constitution 
and the law-that is their constitutional and legal obligation.” 

Donald Greenlees 
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The main trigger for Rohs impeach- 
ment was his answer to a question from 
a reporter at a February 24 press confer- 
ence in which he said he would “do every- 
thing within the law to help the Uri Party 
win the elections.” 

According to election laws, govern- 
ment officials are supposed to remain 
neutral in election campaigns. The 
National Election Commission agreed it 
was at most a misdemeanor, declaring 
in a statement two weeks later that “it’s 
hard to make a conclusion that his answer 
to the local reporter's question during the 
press conference violated the election 
campaign law.” That did not satisfy the 
opposition parties. 

Rob's administration has been beset 
by allegations of election bribes and ille- 
gal campaign financing that have claimed 
some of his advisers. Roh has so far been 
able to withstand the continuing contro- 
versy. But the corruption charges in the 
impeachment will put Roh under scrutiny 
in the Constitutional Court, which will 
also have to consider the vaguer question 
of the president’s competence as a leader. 

For Prime Minister Goh’'s caretaker 
administration, the outcome of this strug- 
gle is tomorrow’s problem. The imme- 
diate concern is maintaining stability and 
the integrity of government decision-mak- 
ing during an unprecedented national- 
leadership vacuum. 

Goh, an experienced public official 
who has served in administrations going 
back to the presidency of Park Chung Hee 
in the early 1970s and has been twice 
mayor of Seoul, immediately after the 





KEEN TO EASE THE PAIN: Acting President Goh Kun and Deputy Prime Minister Lee Hun Jai 


and competent administrator, is a cause 
for modest optimism. The caveat is that 
the crisis not be allowed to drag on. 

“In Korea and the United States most 
people are saying the same thing: While it’s 
a bit ofa surprise, no one expects it to have 
any impact on the economy initially,” says 
the executive vice-president of the Ameri- 
can Chamber of Commerce of Korea, Tami 
Overby, who was in Seattle on a business 
and cultural mission when the news broke. 
But she adds: “The longer it goes on the 
greater the political risks, and business 
does not like risks.” 

But she says the e-mail from Deputy 
Prime Minister and Minister of Finance 
and Economy Lee Hun Jai was a positive 
sign. Lee wrote that the government was 
“fully committed” to pro-growth policies 


THE CARETAKER ADMINISTRATION'S MAIN CONCERN 
IS STABILITY AND THE INTEGRITY OF DECISION- 
MAKING IN AN UNPRECEDENTED LEADERSHIP VACUUM 


March 12 impeachment and through the 
following weekend called together eco- 
nomic, foreign-policy, security and justice 
ministers and officials to ensure conti- 
nuity of the administration. 

The quick action in reassuring the 
Korean public and international com- 
munity has won the interim administra- 
tion praise and limited the fallout. That, 
and Gol's reputation as a political neutral 
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that target a growth rate of 5% in 2004. He 
added that the government would focus 
on policies to stimulate foreign invest- 
ment, bring labour relations up to global 
standards and enhance “corporate gover- 
nance to meet global standards” despite 
the president’s suspension. 

For foreign policy and security, the 
immediate fallout also looks as if it’s being 
contained. By chance, Foreign Minister 


Ban Ki Moon was taking the diplomatic 
corps on a tour on Korea’s new high-speed 
train, the KTX, as the impeachment 
motion was passed in the national assem- 
bly. Addressing the group, he said that for- 
eign policy would be steady and that diplo- 
mats should not overreact. 

Government policies on key issues 
remain unchanged, including South 
Korea’s U.S. alliance and its approach to 
negotiations to dismantle North Korea's 
nuclear-weapons programme—which are 
not set to resume until after the impeach- 
ment case is likely to have been resolved. 
The deployment of 3,000 Korean troops 
to Iraq is to go ahead as planned. 

But one Western diplomat cautions: 
“On a major and contentious issue where 
there is a need for political will, can you 
move ahead?” There are still some con- 
troversial and unresolved aspects of the 
Iraq deployment that might require just 
that political will. 

The biggest concern for now is the 
impact of the impeachment on the course 
of a maturing democracy. The opposition 
Grand National Party and Millennium 
Democratic Party have plunged the coun- 
try into the political and constitutional 
unknown. A concern among many 
observers is that a decision by the Consti- 
tutional Court to endorse the impeachment 
might lower the bar for ousting presidents 
in the future and thus chronically desta- 
bilize South Korea’s democracy. = 

Kim Jung Min in Seoul contributed 
to this article 
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Why Bashir’s 
To Be Set Free 


A court ruling cuts the sentence of the alleged 
spiritual leader of terrorists, Abu Bakar Bashir. 
Could prosecutors have done a better job? 


By John McBeth/JAKARTA 


FOR ALL THE ALLEGATIONS pointing to him as the spiri- 
tual leader of the Jemaah Islamiah (JI) terrorism network, 
legal action against Islamic cleric Abu Bakar Bashir was always 
going to be difficult. Links between him and actual terrorist 
acts never seemed as tightly drawn as they could have been. 
The United States refused to make a key witness available. 
And unlike other radicals, Bashir has influential allies in Pres- 
ident Megawati Sukarnoputris coalition government. 

So on March g it came as little surprise to Indonesian 
law-enforcement officials and Western governments alike 
when the Supreme Court cut the 65-year-old cleric’s jail sen- 
tence for forging immigration documents from three years 
to 18 months and, at the same time, sustained Decem- 
ber’s Appeals Court decision to drop rebellion charges 
against him altogether. 

That means he could walk free as early as April 4, which 
just happens to mark the official start of this year’s seven- 
month-long election season to choose a new legislature and 
a new president. Western diplomats and other analysts believe 
early freedom for Bashir could 
placate Muslim voters who feel 
the government has bent over 
backwards to please Western 
nations in prosecuting the war 
on terrorism. 

In an interview a day after 
the decision, Supreme Court 
Chief Justice Bagir Manan 
placed the blame largely on the 
Attorney General's Office for 
failing to build a strong 
enough case. “I don’t think the 
prosecutors prepared well,” 
Manan told the Review. “The 
evidence should be very rele- 
vant. If there is no relevancy 
then the judges disregard it. I 
think that’s what happened 
in the Bashir case.” 





CRITICAL: Bagir Manan 
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READY TO GO: Bashir in a Jakarta prison 


Indonesian security officials say prosecutors used only a 
fraction of the available evidence in Bashir’s rebellion trial. 
Prosecutor Hasan Madani of the Attorney General's Office 
declined to comment on why certain materials were not used 
in the case, saying, “We studied all the materials being sub- 
mitted by the police.” 

In the end, the outcome once again underscored the 
government's apparent unwillingness to extend its crackdown 
on terrorism beyond actual criminal acts. That leaves Indone- 
sian investigators facing an uphill struggle to roll up JI and 
other new home-grown radical groups that have shown the 
ability to operate without relying on a cohesive leadership 
structure to direct them. 

The U.S. and Australian governments, in particular, made 
no secret of their disappointment at what they see as yet 
another failure of Indonesia’s shaky legal system. Says one 
Western diplomat: “The political class failed horribly because 
in a country where the judiciary is barely beginning to exercise 
its independence, the court wasn't going to deliver a strong ver- 
dict based on a poor case with no political cover.” 

Bashir had fled to Malaysia in 1985 to escape charges of 
subversion stemming from his involvement in the decades- 
old Darul Islam movement, dedicated to turning Indonesia 
into an Islamic state. Investigators claim that when he 
returned to Indonesia after the fall of President Suharto in 
1998, he and militant Abdullah Sungkar had already estab- 
lished JI as the spearhead of a renewed campaign to under- 
mine Indonesia’s secular government. 

Prosecutors suffered a setback when the U.S. govern- 
ment refused to hand over Omar al-Farugq, the Iraqi-born Al 
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Qaeda operative who provided the first damning testi- 
mony against Bashir after being delivered to U.S. agents 
in June 2002. But security officials say that the prosecu- 
tors could have built a much stronger case even without 
access to al-Farug. 

Even more crucial was the refusal of the lower court to 
accept testimony by teleconference from Faiz Abu Bakar 
Bafana, a senior Malaysian JI operative in Singaporean cus- 
tody. Bafana claimed Bashir was present at meetings that dis- 
cussed plans to attack churches in Indonesia in December 
2000. “Bafana put him [Bashir] in the frame for everything,” 
says a former Western police investigator who worked on 
the Bali bombing. 


WHAT'S NEXT OR BASHIR? 

to Bashir now is open to conjecture. Claim- 
ing the cleric had “intense and deep” involvement in the plan- 
ist attacks, visiting U.S. Secretary of Home- 
ty Tom Ridge said he hoped Bashir could “be 
brought to justice in a different way.” 

Ridge was apparently referring to the possibility of author- 
ities developing a new case, based on the appellate court's 
assertion that the prosecution should have charged him under 
- Terrorist Act. 
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judges overturned the rebellion conviction, last Decem- 
ber’s judgment was in many ways a damning indictment. 
of Bashir and his links to JI, which has been blamed for 
the deaths of 214 people in the October 2002 Bali bom 
ing and last year’s attack on Jakarta’s JW Marriott: Ho 
also played down the court recantations of Bali bombing su 
pects who had at first identified Bashir as JT's spiritual leade 
in statements te police. 
The case against Bashir has been bolstered more recently 
by testimony from JI’s operational head, Riduan Isamud- 
din, also known as Hambali, captured in Thailand last August. 
In interrogation summaries seen by the Review, Hambali sa 
Bashir was kept abreast of planning for the Bali bombing. 
by Abu Rusdan, the man who is alleged to have replaced 
him as Jl’s spiritual leader in late 2002. 
The new Anti-Terrorist Act, passed in January 2003 to give 
the government more power to deal with terrorists, only 
applies retroactively as far back as the Bali case, not to previ- 
ous bombings in which Bashir has been implicated. But fil- 
ing new charges under that statute could leave Bashir open 
to double jeopardy. Argues Achmad Michdan, a member of ` 
Bashir’s defence team, “In the context of Indonesian law it 
is impossible to re-open the case.” Œ 
Puspa Madani and Rin Hindryati in Jakarta 
contributed to this article 
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BURMA 


Perennial Poser 


As the U.S. and Europe prepare to review 
sanctions, a new report advocates engagement 


By Murray Hiebert/ WASHINGTON 


BURMA’S MILITARY LEADERS are back in the spotlight as the 
United States and Europe consider renewing, or even ratch- 
eting up, their annual sanctions against Rangoon. Once again 
attention is focusing on the junta’s failure to move forward 
on democracy and open a meaningful dialogue with opposi- 
tion leader Aung San Suu Kyi. But the efficacy of Western pol- 
icy is also being closely examined. 

The debate has been prompted in part by a new study 
drafted by a group of Burma specialists, who argue that U.S. 
sanctions have not achieved their aims and have been counter- 
productive in moving the country toward democracy. The pub- 
lication of the report seems to suggest that there’s a grow- 
ing sense among influential specialists that the U.S. needs to 
rethink its Burma policy. But the continuing anger in the U.S. 
and Europe about the junta’s refusal to release Suu Kyi from 
house arrest makes it unlikely that Western governments will 
soften their isolation policies any time soon. 

The report advocating engagement with Rangoon was 
released on March 5, just ahead of hearings in the U.S. Con- 
gress at which administration officials will almost certainly 
be pressed to renew economic sanctions. The three hear- 
ings are due to be held before mid-April. Across the Atlantic, 
European Union officials are being lobbied by human-rights 
activists to impose stiffer sanctions when they review their 
common policy on Burma before the end of April. 

The 101-page report released by the National Bureau of 
Asian Research, a Seattle-based think-tank, argues that 
U.S. sanctions have undermined reformers within the 
Burmese military who might be inclined to seek a compro- 
mise with Suu Kyi. If anything, the authors write, U.S. sanc- 
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SANCTIONS REVIEW: Workers check clothing quality in an 
almost deserted garment factory in Rangoon 


tions have “strengthened the resolve of the opponents of 
reform in the military.” 

“The big reason trade sanctions are unlikely to have the 
impact that Congress would like is that the Burmese regime 
has quite skilfully . . . worked to build up trade and alliances 
with its neighbours,” argues retired academic John Badgely, 
who edited the essays. The Burma expert says there’s now 
“almost no consequences to the U.S. pressure” because of 
Rangoon's growing economic ties with its Southeast Asian 
neighbours, China and India. 

But this pro-engagement argument seems to have had lit- 
tle influence in Washington. Pointing out that Suu Kyi is under 
house arrest and “unable to participate in public, political life,” 
U.S. Secretary of State Colin Powell declared on March 10 that 
the U.S. “will continue to apply pressure” for her release. 
He added that he would again this year be “looking at the sanc- 
tions issue very, very carefully.” Two days later, President 
George W. Bush hailed the Burmese opposition leader as “a 
courageous reformer.” 

Bush signed an import ban against Rangoon into law 
last July 28, just two months after a violent attack against Suu 
Kyi and her followers in northern Burma. She has not been 
seen in public since. Under the legislation, the sanctions 
expire after a year unless Bush renews them. Some hints that 
the stand-off between the military and Suu Kyi might be near- 
ing resolution emerged after Prime Minister Khin Nyunt 
recently told a United Nations envoy that he was committed 
to releasing his rival and beginning political talks. 


PUSH FOR MORE SANCTIONS 

But these reports have done nothing to soften Washington's 
resolve. If anything, the U.S. Congress would like the admin- 
istration to lobby U.S. allies to cooperate to step up Rangoon’s 
isolation. “The task before the Bush administration is to make 
a sustained, high-level effort to convince our allies in Europe 
and Asia to move towards similar import sanctions against 
Burma’s ruling ‘thugocracy’,” says Democratic Congressman 
Tom Lantos. Senate Republican whip Mitch McConnell 
recently condemned Thailand for its stepped-up business 
investment in Burma. “Our friends in the region have to do 
more,” insists a Senate aide working on Asia. 

The EU, which last year did not follow the U.S. lead and 
impose trade sanctions, may consider increasing pressure 
when it completes its annual “common position” on Burma 
in late April. A spokesperson for the Department of Foreign 
Affairs in Ireland, which is chairing the EU this year, says 
“revisions,” including sanctions against Burma’s timber 
and gem exports, are being considered by those drafting 
this year’s policy position. 

But Burma’s neighbours, just like the authors of the report, 
believe engagement would be more effective in dealing with 
the regime’s military leaders. “The problem is how to get them 
out of their shell, not further isolate them,” says a senior 
Southeast Asian diplomat. = 
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CAMBODIA 


Madness in 
Their Method 


The government is cracking down on foreign 
paedophiles. It’s being helped by local aid groups, 


but their methods are causing concern 


By Bronwyn Sloan/SiEM REAP AND PHNOM PENH 


CAMBODIA, WITH ITS lax law enforcement, corrupt offi- 
cials and largely young and poor population, has long been 
a favourite destination for foreign paedophiles. Scores have 
been arrested since the country opened its doors to the out- 
side world in 1991 after two decades of strife and turmoil, but 
most have been released without trial or escaped with light 
fines or short jail terms. 

Top Cambodian politicians now put a priority on eradicat- 
ing the scourge and police have arrested about a dozen sus- 
pected foreign paedophiles in the past four months. Local non- 
governmental organizations are helping the authorities tackle 
the problem, but REVIEW investigations indicate some of these 
groups may be operating outside legal and ethical boundaries 
in a bid to get results and obtain essential foreign funding. 

One such group, the Phnom Penh-based Cambodian 
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Women's Crisis Centre (CWCC) has received publicity at home 
and abroad over the past four years for its key role in gath- 
ering evidence and witnesses in the prosecutions of several 
foreign residents in Siem Reap, the tourist gateway to the 
ancient Angkor temples in northwest Cambodia. 

In January 2003, Australian teachers Bart Lauwaert and 
Clinton Betterridge were convicted of debauchery (the Cam- 
bodian charge for paedophilia) and sentenced respectively to 
20 years and 10 years in jail—the latter in absentia. Last month, 
New Zealand tour guide Graham Cleghorn was convicted of 
raping five girls aged 15-17 and jailed for 20 years (the age of 
consent in Cambodia is 15). Swiss hotelier Rudolph Knuchel 
was last year acquitted of debauchery for lack of evidence. 

“If they did not do anything wrong, we could not arrest 
them,” insists Ket Nuon, director of the Siem Reap branch 
of the CWCC, which like most other Cambodian NGOs 
depends on foreign funding to keep going. In 2002-03, it 
received about $520,000 in funds from a range of foreign 
donors, including governments, according to documents at 
the Cooperation Committee for Cambodia, which facilitates 
information exchange between NGOs. 

But critics have serious misgivings about some of the 
CWCC’s methods, including the way it gathers evidence from 
potential witnesses, holds out the promise of financial com- 
pensation to victims and pays for help. The agency denies that 
its methods are illegal or unethical. 

Take the case of Thouk Sam Ang. The 11-year-old claims 
that she was held prisoner for nearly two weeks by the CWCC 
and put under great pressure to testify that 57-year-old 
Cleghorn, a family friend, had sexually abused her. “They 
asked me to say that Graham had touched me. They asked 
again and again,” Thouk claims in an interview with the 
Review. She denies that she was touched or sexually >> 


NIGHTMARE: 
Thouk Sam Ang 
says aid workers 
held her against 
her will and put 
pressure on her 
to testify that she 
had been sexually 
abused by a 
foreigner. The 
child refused, 
saying she had 
not been abused 
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abused, and this was borne out by medical testing. “They said 
that Graham and [his Cambodian wife] Toeur had already 
confessed . . . They said I should sue him and take all his 
money,” adds Thouk. 

The girl, who says she tried unsuccessfully to escape, also 
says she was told she would not see her mother again unless 
she agreed to give evidence. “I was very scared. I have night- 
mares,” she says. She was only released when her mother came 
looking for her, and never appeared in court. 

The Review heard similar allegations from 15-year-old Pol 
Mela. “They asked, ‘Did Gra- „| 
ham rape you?’ I said Graham <, « 
did not do anything . . . They 2° 
thought we were lying,” she 2 
says, adding that she was also ° 
held against her will for about 
two weeks. She did not testify 
in court. Hean Ton, the mother 
of a 13-year-old who refused 
to testify against Cleghorn, 
alleges the NGO promised she 
would be awarded money if 
she could persuade her daugh- | 
ter to give evidence that she |: 
had been sexually abused. f 

Girls cited as witnessesin | £ 
the case against Lauwaert and ` ii ià 


Betterridge also say the prom- NATIONAL SCOURGE: An accused foreign paedophile arrives at court 


ise of money was a factor in 
persuading them to take the stand, and now complain that 
they never received any. 

Ket, director of the CWCC’s Siem Reap branch, does not 
dispute that Thouk Sam Ang was held against her will and 
without notifying her parents for the full period. But she 
claims the young girl, and the others that Cleghorn was sus- 
pected of molesting, were brought to the CWCC by the police 
as part of the investigation process. 


COMMON PRACTICE 

The aid worker also says her organization did indeed ques- 
tion the girls repeatedly and also challenged their state- 
ments if they denied being abused. But this was to ensure they 
were not lying or trying to protect anyone, she adds. The prac- 
tice, moreover, appears to be common. “The keeping of chil- 
dren like this—many NGOs do it, but I don’t know whether 
they do it in a lawful way or not,” says lawyer Huon Chundy 
of the independent Juvenile Litigation Project. 

Some of these underage girls who would not give evidence 
against Cleghorn say they wanted to testify on his behalf, but 
the trial judge ruled that their evidence was inadmissible. 
George Cooper of Legal Aid of Cambodia says that on purely 
legal grounds, in a trial based almost entirely on the testimo- 
nial evidence of children, the testimony of girls complaining 
that they were coached to say one thing could “cast a nega- 
tive light on all testimony” and lead to acquittal on appeal— 
provided their evidence was ruled admissible. 

The CWCC’s Ket also says the CWCC advises victims to 
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seek compensation—Cleghorn was ordered to pay $2,000 to 
each of the five girls he was found guilty of raping—but 
says it does not tell them how much to ask for. “You can't 
blame the girls,” says Cleghorn, who plans to appeal. “That is 
40 years’ wages. They are all from very poor families,” he adds 
during a prison interview. 

The CWCC official also says that the organization helps 
police during their investigations by paying for small expenses. 
She denies any impropriety and says this association has no 
bearing on the prosecutions pushed by the CWCC. “If police 

; go to arrest the suspect, they 
ask for the petrol or lunch 
[because] they do not have 
much money. This is the way 
we work with them,” she says, 
adding: “There is no need to 
call it bribery; itis just a matter 
of helping facilitate the work.” 

Pierre Legros, director of 
the anti-human-trafficking 
organization Afesip, takes 
issue with organizations that 
pay for police services. He says 
NGOs should not pay police 
anything at all as it breeds 
corruption and a priority 
system for handling cases. 
Kim Morokath, a programme 
officer with Denmark’s 
DanChurchAid, has no problem with small amounts being 
paid but suggests that at least one organization in northwest 
Cambodia involved in the same kind of work as CWCC was 
going too far to get results. The aid worker says a police offi- 
cer in Banteay Meanchey province told her that an organiza- 
tion, which she would not identify, offered them $200 for help- 
ing to investigate a human-trafficking case. “So when he gets 
a case, he gives that case to that organization,” she says. 

There is also criticism about the detention of potential 
witnesses in sex cases involving minors. Psychologist Don 
Thomson, a professor at Australia’s Charles Sturt University, 
is concerned about the detention and questioning of poten- 
tial child witnesses. He says this sort of treatment can con- 
taminate the witnesses, making a fair trial impossible. It also 
has the potential to irreparably damage the children and 
young adults involved. 

Afesip’s Legros also worries that growing donor interest in 
the kind of work that NGOs like CWCC are involved in—com- 
bating human trafficking and sexual exploitation of children— 
has the potential to put pressure on NGOs to skirt ethical 
and legal boundaries in a bid to produce results. 

These concerns are echoed by Naly Pilorge, director of the 
Licadho human-rights organization: “I would like to see a 
change in general NGO attitude so they are not just focused 
on conviction, but also on victims.” But the CWCC firmly 
denies suggestions that it might put results before justice 
in a bid to impress donors. “Funding is a by-product,” says 
Ket. “We just want to help people.” = 
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tTa n: Avoiding a Train Wreck — 


By Franklin D. Kramer 


The writer is chairman of the Committee on Asia and Global 
Security of the Atlantic Council of the United States and 

a former U.S. assistant secretary of defence for international 
security affairs. Banning N. Garrett, who contributed to this 
article, is director of the Atlantic Council’s Asia programmes 


The common wisdom is that China and Taiwan are headed 
towards a geopolitical train wreck. China continues its missile 
deployments opposite Taiwan, while Taiwanese President Chen 
Shui-bian presses forward this week with a referendum con- 
demning the deployments and possibly laying the ground- 
work for formally declaring independence. Yet a focus on the 
strategic interests of each side would not only avoid the train 
wreck, but also would allow for a significantly new and far more 
stable relationship. To accomplish this, instead of the traditional 
approach of trying first to reach agreement between Taiwan and 
the mainland on “one China’—which has only proved a dead 
end—it would be more productive to start with the second stage: 
the substantive outcome of the process. 

In focusing on substantive strategic interests, Taiwan's 
bedrock requirement is the security and continuation of its 
autonomy and new democracy, including both electoral and 
individual rights. A second interest is in its rapidly increas- 
ing trade and investment positions with the mainland. 

China’s main strategic interest is its continued economic 
growth, which demands international stability. A second critical 
interest is that, crucially for the legitimacy of the government, 
China needs to maintain the principle that insists Taiwan and 
the mainland are both part of one undefined “China.” 


SA focus on the strategic interests of China 


and Taiwan would allow for a significantly new 


and far more stable relationship yy 


The third key player is the United States. America’s strate- 
gic interests are to maintain regional stability and economic 
growth, to sustain good working relations with Beijing, and to 
ensure that the Taiwan issue is resolved peacefully and Tai- 
wans democracy is protected. 

Focusing on these key interests, the possibility of crafting 
a new approach seems real. Importantly, China has long stated 
that, as part of an overall solution, Taiwan could keep its own 
political and judicial system, its own currency and even its 
own army, with no mainland officials on the island. This is a very 
far-reaching offer on its face. A polity that defines its own sys- 
tem, maintains its own currency, has its own army and finds no 
supervising officials on its territory has a great deal of free- 
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dom. Moreover, for Taiwan, a substantive solution 


| would result in the military threat being eliminated 

and allow for an effective “international space” to be 

| created. Such a solution would be “Taiwan plus”— 

F all of the autonomy Taiwan has now plus greater 
` security and more international presence. 


Of course, there are obstacles. China would 
have to defer adherence to the one-China policy as 
a prerequisite to talks. On the other side of the 
strait, people in Taiwan are highly suspicious of 
the mainland’s offer. The Hong Kong example cer- 
tainly is not reassuring. The mainland has a long 
way to go to build strategic reassurance about its 
long-term intentions towards Taiwan. 

To generate a new approach requires testing 
whether the Chinese rhetoric on Taiwan is real. If 
the words can indeed be turned into substance, the 
result would mean continued flowering of Taiwan's 
newly established democracy, thereby effectively 
meeting the requirements of America’s Taiwan 
Relations Act. But Taiwan also would have to accept 
such negotiations, shifting from considerations 
of protecting its democracy and autonomy by sep- 
arating from the mainland in a formal way. 

The U.S. under Republican and Democratic 
presidents alike has opposed a unilateral decla- 
ration of independence by Taiwan. Moreover, Bei- 
jing would likely react to such action by taking very 
strong steps. Conflict in the Taiwan Strait would 
pose dangers for the U.S., China and Taiwan 
and would likely have a lose-lose-lose outcome. By 
contrast, in negotiations Taiwan would have a 
strong bargaining position with the U.S. firmly 
backing its demands to protect its democracy and 
autonomy. The Taiwanese people have every rea- 
son to be suspicious and demanding, but they also 
need to have open minds that a positive outcome 
is possible. Comparably, China cannot reassure the 
world that it is a “peaceful rising China” without 
a peaceful resolution of the Taiwan problem—so 
China too has reason to seek a solution. 

Is the foregoing a realistic approach? It will 
require change and political will, with China talking 
without prior agreement on the one-China princi- 
ple and Taipei moving off its focus on independence. 
Also, eventually the relationship will have to be 
defined. But with substance agreed upon that meets 
strategic interests, that definition would be much 
easier to reach. The U.S. cannot compel the par- 
ties to agree to such an approach—but it can encour- 
age the two sides to work towards a substantive solu- 
tion. It is imperative to do no less. = 
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Wen Warns About 
Runaway Economy 


Marking one year in office with a sobering warning 
to the nation, Premier Wen Jiabao said unhealthy 
banks, overinvested industries and an increasingly 
unwieldy economy posed the biggest challenge to 
China since last year’s epidemic of Severe Acute 
Respiratory Syndrome. Wen told a news conference 
at the end of the annual meeting of the National 
People’s Congress that the economy had reached “a 
critical juncture . . . Deep-seated problems and 
imbalances in the economy over the years have not 
been fundamentally resolved, and new problems and 
imbalances keep cropping up in the process of rapid 
development,” Wen said. “Excessive investment, 
shortages in energy, transport capacity and impor- 
tant raw materials; a decrease in grain output in 
recent years; and an obvious trend of rising prices” 
were challenging his government, the premier said. 
“This test is no less severe than the Sars episode we 
had to deal with last year.” But controlling the boom- 
ing economy from the centre would be difficult 
despite reduced targets for GDP growth. “Macro- 
control is more difficult than ever,” Wen admitted. 
“If we adjust well, we may be able to keep the ship of 
the Chinese economy steady at a relatively fast clip. 
If we don't, it will be difficult to avoid setbacks.” 





RIGHT OF ASSEMBLY? Police watch tourists outside the NPC session 
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CHANGING THE CONSTITUTION 

On the last day of its 10-day session, the National 
People’s Congress amended the constitution to 
include formal guarantees of human rights and 
private property. “Legally obtained private prop- 
erty of the citizens shall not be violated,” said one 
of the most significant of 13 amendments passed 
by the NPC. “The state respects and protects 
human rights,” said another. But the changes 
were more symbolic than practical because courts 
in China do not usually consider whether laws 
are constitutional. The human-rights amend- 
ment, for instance, wasn't at odds with restric- 
tions on public protest because the constitution 
is subordinate to the Chinese Communist Party. 
The NPC also enshrined in the constitution for- 
mer President Jiang Zemin’s “Three Represents” 
theories, which are designed to ensure continued 
party rule by expanding its membership to 
include private entrepreneurs. 


WORRIES OVER BANK REFORMS 

In a rare admission, Premier Wen Jiabao said 
he harboured doubts over the success of bank 
reforms, but it was vital that they worked. Wen 
justified the $45 billion recapitalization of two 
state banks in December as long as they managed 
the capital well, lowered their bad-loan ratios and 
ensured competent management. But taking 
responsibility for cutting bad loans and hiring 
competent staff could prove hard for Bank of 
China and China Construction Bank. “I am 
somewhat troubled by the last two aspects, but 
there is no alternative,” he said. “This reform for 
us is a make-or-break reform, and success is the 
only acceptable option.” 
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No REvIEw OF 1989 PROTESTS 
Premier Wen Jiabao dismissed a public call by a 
well-known army surgeon, Jiang Yanyong, to 
reverse the official condemnation of the Tianan- 
men Square pro-democracy protests of 1989. In 
a letter circulated before the start of the NPC, Jiang 
called for a review of the protests and condemna- 
tion of their being crushed. “Unity and stability are 
of overriding importance,” Wen told reporters. 


STRESS ON FARMERS AND GRAIN 

A central message from China’s leadership at the 
NPC was that the battle to improve the lot of farm- 
ers was the toughest task ahead combined with 
the challenge of putting the brakes on falling grain 
output. China is widely forecast to become a net 
grain importer in 2004 or 2005. Ringing alarm 
bells, U.S. economist Lester Brown said in a report 





FALLING HARVESTS: A farmer collects maize near Beijing 


released during the NPC that China’s grain har- 
vest fell in four of the past five years—to 322 
million tonnes in 2003 from 392 million tonnes 
in 1998, a drop greater than Canada’s annual grain 
harvest. Brown said stocks would soon be depleted 
and the shortfall would have to be covered with 
imports, particularly from the United States, 
just as demand was climbing. 


BEeyING Goes EAsy ON TAIWAN 

In his news conference at the end of the NPC, Pre- 
mier Wen Jiabao refrained from inflammatory 
remarks about Taiwan less than a week before the 
island votes in a presidential election and referen- 
dum. Threats of war made by Chinese leaders before 
Taiwan's last presidential polls backfired and helped 
to elect pro-independence candidate Chen Shui- 
bian. “Some people among the Taiwan authorities 
have been trying to push for a referendum on 
Taiwan independence based on the pretence of 
democracy,” Wen said. “They have undermined this 
universally recognized principle of ‘one China’ 
and threatened stability in the Taiwan Strait.” 
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CHIP MAKER’S PROSPECTS BUOY IPO 


Semiconductor Manufacturing International Corp., set to be the first 





Chinese chip maker listed overseas when its shares begin trading 


in New York and Hong Kong, drew stronger-than-expected investor — 


interest in its initial public offering, raising some $1.8 billion. China’s 


biggest contract chip maker priced shares at the top end of the 
expected range of HK$2.41-2.72 (31-35 U.S. cents), and expanded 
its offering by 13% as shareholders sold additional stock. The pric- 
ing represents 20.2 times SMIC’s estimated 2005 net profit, mak- 
ing the company’s stock more expensive on a price/earnings 
basis than Taiwan Semiconductor Manufacturing Co., the world’s 


biggest maker of made-to-order chips. The high valuation for the 
world’s fifth-largest chip foundry reflected how investors chose to i 


set aside some potential concerns because of interest in the com- 


pany’s growth prospects. Among the challenges SMIC must face are S. 
fears that semiconductor demand will fade beginning next yearand 


an intellectual-property lawsuit from TSMC. 


BLUESTAR GETS TIME FOR SSANGYONG BID 

Creditors of South Korea’s Ssangyong Motor extended the deadline 
on a final offer by China National Bluestar by two weeks, asking it 
to pin down its offer price, a key lender said. The revised bid should 
offer a fixed price instead of a price range and include a support- 


ing letter from the Chinese government by March 30, Kim Won- S 
kyung, a spokesman for Chohung Bank, Ssangyong’s main creditor, 2 


told Reuters. China National Bluestar, a state-owned chemicals con- 
glomerate with annual sales of more than 10 billion renminbi ($1.2 
billion), was picked as a preferred bidder in December. An on-line 
media report in March said that the Chinese company was due to 
pay $600 million-700 million for a 50% stake in Ssangyong Motor. 


MINSHENG BANK SEEKS A FRAUD INQUIRY 
China Minsheng Banking Corp. said it planned to launch an inde- 
pendent legal investigation of a fraud scandal in an apparent bid 
to promote an image of good corporate governance. The bank’s deci- 
sion to hire a “famous international law firm” to investigate cir- 
cumstances that led bank employees to fake a shareholders’ meet- 
ing four years ago reflects Minsheng’s desire to clear the air about 
the scandal, a company executive said. As the bank moves ahead 
with plans for a Hong Kong initial public offering of shares in the first 
half of this year, it also said its board approved a plan for United 
States investment bank Newbridge Capital to buy a 4.82% stake in 
Minsheng from an existing shareholder. News of the purchase helped 
support Minsheng’s Class-A shares in Shanghai. 


INTEL THREAT TO HALT SOME CHIP SALES 
Intel said it might stop selling certain chips in China by June because 
of a government rule on wireless technology. The new rule sets a 
June 1 deadline for wireless-data products to use a unique secu- 
rity standard developed by Beijing. Intel said it doesn’t expect to 
comply by June 1 because of concerns over how computers with its 
chips would perform using the standard, among other factors, so 
it expected to stop selling communications chips for laptops. 


Elsewhere in the Review: 


U.S.Based Spammers Are Migrating to China (page 30) 
A Hong Kong Apparel Company Does It All by Itself (page 36) 
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A Grinding 
Hunger for Scrap 


It’s bonanza time for the big, low-tech and labour-dependent scrapyards of China as the country’s 
seemingly insatiable need for raw materials drives world scrap-metal prices to new highs. China’s 
ravenous appetite is altering global trade and importers forecast scrap fever will rage for years 


AT A SCRAPYARD just outside the north- 
east port of Tianjin, piles of American 
scrap wire and electrical cable sprawl over 
most of the 66,000-square-metre site. 
Scattered among them, hundreds of work- 
ers strip insulation from copper wire by 
hand, steadily reducing the piles but never 
eliminating them. In 2001, the yard’s 
owners, Lane Tone Peace Material, 
imported 1,500 shipping containers of 
American scrap metal. In 2003, they 
imported 2,500. In 2004, they are bring- 
ing in even more—largely just to pro- 
vide raw materials for Tianjin’s thriving 
electronics industry. “There isn't enough 
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domestic ore and scrap to fulfil the need,” 
says Lane Tone’s president, Lester Huang. 
“So imports fill the gap.” 

Scrap is hotter than ever in China. 
World metal prices have hit new records 
in the past two years as the country 
sucks in huge amounts of ore and scrap 
for processing to build its infrastructure, 
factories, apartment blocks and cars 
as well as for other industrial uses. In 
less than a decade, China has become 
the world’s largest scrap-metal importer. 
And still demand grows in a shining, 
if often ugly, example of how China 
roils global markets, and how its plenti- 


CHINA MELTS A MOUNTAIN OF SCRAP 
The fastest-growing major economy in the world is increasingly eating up 
metal scrap from the world’s single largest exporter—the United States 
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ful and low-cost labour remains vital to 
its success. 

Li Shouyin is one of hundreds of 
thousands of migrants working in the 
scrap industry in China. She takes apart 
electrical appliances, generators, wires 
and cables and sorts the metal. A mother 
of two from Hunan province, Li and her 
husband—a supervisor of a wire-stripping 
crew—have worked for nearly a decade at 
a Shenzhen yard operated by Tung Tai 
International, a California-based scrap 
exporter. They're each paid $100 a month 
plus housing and meals, a fairly standard 
wage for Shenzhen. “It’s hard work, but 
it’s a better life than the village,” Li says 
in front of a manager. “Our kids [in 
Hunan] go to school because of the 
money we make here. We would be mak- 
ing nothing at home.” 

In 2001, China overtook South Korea 
and Turkey to become the world’s largest 
scrap-steel importer. It has held on to the 
pole position since and even extended its 
lead. So the United States, as the world’s 
largest scrap producer, is a natural part- 
ner for China, the largest importer of 
U.S. scrap in almost every category. 

In 2003, China took more U.S. scrap 
than ever before—for instance, nearly 2.8 
million tonnes of U.S. ferrous scrap 
including steel but excluding stainless 
and alloy scrap, according to the U.S. 
International Trade Commission. That 
amounted to 30% of U.S. ferrous scrap 
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exports to the world. China took even 
larger proportions of other classes—79% 
of U.S. copper exports in 2003, 72% of 
U.S. zinc scrap exports and 49% of U.S. 
aluminium exports. 

The U.S. is its biggest supplier, but 
China’s scrap hunt extends near as well 
as far. In Hong Kong, gangs are steal- 
ing metal manhole covers to send them 
as scrap to the mainland. In South Korea, 
officials warned this month that the high 
price of raw materials caused by China’s 
demand could knock the fragile economy 
off track, so limits were clamped on 
exports of steel scrap and bars from 
March 8. Seoul said the move was tem- 
porary, though China’s appetite for many 
metals is long-term. The China Iron and 
Steel Association, representing most Chi- 
nese steel producers, forecasts a scrap- 
steel shortfall of 15 million-20 million 
tonnes in 2005 compared with domestic 
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steel production of 250 million tonnes. 
The Beijing Nonferrous Metal & Regen- 
erated Metal Research Institute foresees 
Chinese production from scrap copper 
doubling in the next three years. 

“In the U.S. right now, the Chinese 
buyers are literally stuffing containers 
with as much scrap steel as they can find,” 
says Joseph Chen, president of Tung Tai. 
“Price doesn't matter because the price 
just keeps moving up.” Prices are usually 
discounted, depending on purity, from 
benchmark prices on the London Metal 
Exchange (LME). But as supplies have run 
short with demand from China and other 
markets buoyed by the world economic 
recovery, discounts have narrowed until 
some top grade scrap sells at the equiva- 
lent of the LME price. Scrap is no longer 
second best. 

And as the cost of scrap rises, so do 
metal prices. In January, the LME 





recorded 15-year highs for nickel, used 
to make stainless steel. Benchmark three- 
month copper hit an eight-and-a-half-year 
high on March 2. In the year from Feb- 
ruary 2002, the average price of No. 1 
Heavy Melt, a high grade of scrap steel, 
went from $100 per tonne to a record 
$224 a tonne in Chicago. Also, as inter- 
nationally traded metals are usually priced 
in U.S. dollars, the dollar’s weakening 
against most other currencies has added 
to the rise in prices for metals. 

Imports to China of low-grade scrap 
material, such as wire and electric 
motors, are growing proportionally as fast 
as steel, with an added competitive spur 
that ensures China’s dominance. “We can 
process it [low-grade scrap] more cheaply 
than the Americans,” says Huang of Lane 
Tone. The result for foreign processors 
competing with China is grim. With 
operations in 13 states, Chicago- PP 
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WHERE THERE’S MUCK THERE’S BRASS 


Containers of scrap are given what in the United States would probably be consid- 
ered a much too dangerous welcome at Tung Tai International’s yard in the south- 
ern Chinese port city of Nanhai. First, workers clear an area around the container. 
Then, the doors are opened and a rented crane lifts up one end of the container 
until the scrap crashes out of the other. The process takes 15 minutes and costs 
$50, and is repeated hundreds of times every month. “What would this cost to do 
in the U.S. and how long would it take?” asks Tung Tai President Joseph Chen, 
watching several tonnes of scrap cable rumble out into his yard. 

Growing industries primarily drive the Chinese demand for American scrap. But 
it is the significant edge that China’s scrap processors have over the world in low 
labour costs that adds to the country’s attraction for the lowest grades of scrap. 
On average, labourers at Chinese scrap processors are paid $75-100 each per 
month plus housing. In contrast, most large U.S. scrap processors pay a relatively 
costly union wage and provide 
benefit packages. Nonunion proces- 
sors in the U.S. pay employees less, 
but still have to provide insurance 
for them. And costly machines do 
much of the work. In China, 
machines are rare. Some 450 
people work at the Tung Tai yard in 
Nanhai, an astonishing figure com- 
pared with similar-sized concerns in 
developed countries. 

U.S. manufacturers moved to 
China simply because it’s cheaper. 
And now the migration of U.S. 
scrap-processing to China follows 
the same cost-saving logic. “There’s 





no reason to handle certain things in 
the U.S. any more with Chinese 
labour being so cheap,” says Chen. 

At Shanghai Sigma Metals on 
the outskirts of Shanghai, 800 
women hand-sort fist-sized chunks 
of mixed nonferrous metals at a cost 
of $15 per tonne. “In a European- 
style flotation plant, that same task 
would cost about $100 per tonne,” 
says Sigma President Tony Huang, 
referring to the favoured sorting method for similar scrap material in developed 
countries like the U.S. “And it wouldn’t be done with as much precision.” 

Similarly, at Lane Tone in Tianjin it costs $10-50 per tonne to strip wire and 
cable. Once separated, the copper and plastic are recycled. “That’s a margin we 
don’t have in the U.S.,” says Larry Snyder of Metal Management in Chicago. In the 
U.S., wire and cable is typically processed by “wire chopping” machines that cost 
$200,000-2 million and the plastic is disposed of as landfill. 

“All of the No. 2 copper is leaving the U.S.,” says Snyder, using the industry 
term for low-grade scrap copper such as wire and motors (which contain valuable 
though hard-to-extract copper cores). “China is just more efficient at handling it.” 
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CHINA'S WAY WITH HEAVY METAL: A container- 
load of cable is emptied in Nanhai 
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based Metal Management is one of the 
largest recyclers of U.S. metal. In 
December 2001 it had large wire-recy- 
cling plants in Alabama and Califor- 
nia. Today the California plant is closed 
and Alabama’s operates at a third of its 
former volume. 

“The material has all gone to 
China,” says Larry Snyder, Metal Man- 
agement’s executive vice-president for 
metal trading in Chicago. While U.S. 
wire-chopping plants dispose of plas- 
tic into landfill after separating it from 
the wire, the “Chinese can sort it out 
by hand and then recycle it,” he says. 
Metal Management exports 500 con- 
tainers of scrap monthly—most to 
China. “Three years ago that all stayed 
in the U.S.,” says Snyder. “And that’s 
why there isn't a single copper refin- 
ery left in the United States.” 


BEIJING TRIES TO REGULATE 
High prices also hurt scrap-steel con- 
sumers in the U.S., where 50% of raw 
steel production is from mini-mills 
that rely upon scrap. “Scrap exports are 
having a major impact on our mem- 
bership,” says Thomas Danjczek, pres- 
ident of the Steel Manufacturers Asso- 
ciation, an organization representing 
the U.S. mini-mills. 

At the end of January, Nucor, the 
largest U.S. steel manufacturer, 
blamed higher scrap and energy costs 
for a 61% decline in net earnings in 
2003. In February, Nucor announced 
that it was raising a surcharge on flat- 
rolled steel for shipping in March from 
$60 to $100 because of surging scrap 
prices, primarily because of China. 
In addition, the bankruptcy in January 
of Canada’s largest steel producer, 
Stelco, was partly blamed on China 
driving up iron ore prices. 

In contrast, the mood was mostly 
upbeat at the China International 
Metal Recycling Forum in the south- 
ern city of Guangzhou in November. 
Presentations focused on how China’s 
scrap-metal trade supplies China’s 
steel and nonferrous-metal producers. 
But government officials expressed 
concern about China’s decreasing abil- 
ity to supply its own needs. From 1993- 
2002, for example, self-sufficiency in 
copper and aluminium fell from 47% 
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The streets of Guiyu town in Guangdong province are littered with 
old circuit boards and other imported electronics scrap. Daily, 
tonnes of obsolete personal computers, monitors and other old 
consumer electronics are brought to Guiyu for processing in the 
thousands of modest family workshops that are the town’s 
primary industry, despite an official ban on imports of such scrap 
for health and environmen- 
tal reasons since the mid- 
1990s. It’s a dirty and 
dangerous business. 
Workers protected by 
nothing more than woollen 
mittens and surgical 
masks pour caustic acids 
onto circuit boards and 
collect precious metals 
after the burn. The residue 
runs off into the ground, 
drains and waterways. 

“The Guangdong 
government encourages it 
[computer scrap], despite 
what Beijing says,” says a 
large Guangdong scrap 
importer, who declined to be identified by name. “It employs a lot 
of people and there’s a lot of money to be made. So there are a 
lot of ways to get that stuff in.” Guangdong, with its small ports 
and highly independent local governments, has long proved to be 
the top point of entry for smuggled goods and anyone looking to 
evade duties. For importers of low quality scrap, it provides many 
Opportunities and risks. 

Collecting duties is particularly susceptible to the whims of 
local authorities. “In Guangdong, they'll assess a load of cable as 
having 20%-30% copper content,” explains Joe Zhou of 
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A DIRTY BUSINESS: Retrieving metals from old computer scrap in Guiyu 


federal [Chinese] law that copper content should be assessed at 
50% or more. And that’s what happens elsewhere.” Despite the 
loss of customs revenue, local authorities are more concerned 
with feeding their scrap-supported employment base (several 
importers also suggest that corruption is a motive). 

As a result, importers have learned to send cable and other 
low-grade materials through the 
south—often at significant savings. 
“| ship cable from Guangzhou to 
Tianjin for processing. And even 
with the trucking, | come out 
ahead,” says Zhou. Other importers 
evade duties outright by mixing 
loads of high-grade and low-grade 
materials to confuse inspectors. 
“Then you use your cheap labour to 
sort it out when the load arrives at 
your yard,” recounts a Guangdong 
importer. “And the government is 
happy because they like to see 
people employed.” 

That cosy situation, however, is 
changing. On January 1, customs cut 
the discretionary authority of local 
Officials by instituting a new and far more detailed scrap-pricing 
index. “Over the last month I’ve really seen duties rise,” says Tung 
Tai International’s president, Joseph Chen, from Shenzhen. “It’s a 
lot tougher.” A former electronics importer says an anti-smuggling 
campaign over the Lunar New Year had a chilling effect on several 
major importers of electronics scrap. The trade now continues at 
a healthy and still profitable pace by focusing on smaller, and less 
visible, ports used by smaller importers and brokers. “The ques- 
tion is whether Beijing can really exert control down here,” says 
another Guangdong importer. “I don’t know that they can.” 





Guangzhou-based Global Metals, a major wire importer. “But by 


and 72% to 35% and 62% respectively. 
With fast-rising scrap prices, this is a real 
cause for concern, so both Beijing and 
trade groups are trying to promote 
domestic recycling programmes. But 
most analysts don't foresee any decline in 
scrap imports before 2010. 

A lack of self-sufficiency isn’t Bei- 
jing’s only official concern about the 
often independent scrap industry. In the 
near term, the Nonferrous Association 
is working with regulators to improve 
duty collection, standardize environ- 
mental management and eliminate 
small scrap processors. Some importers 
are concerned that greater regulation will 
erode China’s price advantage, but that 
hasn't stopped a gradual tightening. On 
January 1, the Nonferrous Association 
helped to implement a new pricing sys- 
tem for customs officers. It hopes it will 
end localized enforcement and evasion 
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of duties by adding very clear categories 
to what were general guidelines. The 
impact proved almost immediate. A 
major West Coast exporter of scrap alu- 
minium from the U.S. reports that 
duties on some shipments rose from 
22,000 renminbi ($2,660) to 38,000 
renminbi per container. 

In addition, the State Environmental 
Protection Administration (Sepa) is devel- 
oping “resource-regeneration parks” 
where scrap processors must meet mini- 
mum size requirements and environ- 
mental standards. Sepa hopes to eliminate 
the very small processors with typically 
less than 10 employees each that make up 
the bulk of China’s scrap business, and do 
most of the illegal work. China is about to 
enforce an exporter-registration system to 
try to stem the illicit trade in U.S. elec- 
tronics scrap, such as obsolete personal 
computers, that are banned on health and 
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environmental grounds from entering 
China. Nevertheless, such electronics 
scrap manages to get in mainly through 
ports in the southern province of Guang- 
dong, where authorities are often more lax 
than in the north. 

Despite a greater government role, 
Chinese importers are optimistic about 
the sustainability of the country’s scrap 
fever. “The Chinese scrap business is 
going to continue booming over the next 
decade,” says Lane Tone’s Huang. “The 
Beijing Olympics [in 2008] and Shang- 
hai World Expo [in 2010] will require sig- 
nificant amounts of metal.” 

Other importers cite China’s car indus- 
try, growing at a breakneck pace, as guar- 
anteeing strong demand for imported 
scrap. “I think we're probably 5-10 years 
from a strong domestic scrap market,” 
says Tung Tai’s Chen. “Until then, this is 
a growth business.” = 
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E-MAIL 


pammers Seek 7 


Refuge in China 


U.S.-based spammers, who clog the world’s computers with junk 
e-mail, are shifting operations to China, where they continue their 
bombardment safe from lawsuits—for now 


CHINA'S LATEST EXPORT: massive quan- 
tities of spam. Organizations that track 
senders of unsolicited bulk e-mail, or spam, 
say many United States-based spammers 
have moved their operations to mainland 
China, where anti-spam policies are lax and 
detection difficult. As many as eight out of 
10 U.S.-based spammers are now using 
servers in China to host their Web sites, 
according to Britain's Spamhaus Project, 
which maintains a detailed list of spam- 
mers around the world. 

The migration of spammers is being 
spurred in part by increased vigilance 
against unwanted e-mail solicitations in 
the U.S. and Europe. On March 10, four 
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By Mei Fong/Honc KONG 


big U.S Internet providers—Microsoft, 
America Online, Yahoo and EarthLink— 
used newly enacted legislation known as 
the “CAN-SPAM” law to file civil suits 
against hundreds of alleged spammers. 
E-mail security providers say 50%-75% 
of all e-mail is spam. 

The ability of spammers to dodge 
legal action by setting up shop in 
China—and elsewhere in Asia—demon- 
strates how difficult it is to control the 
problem. Suresh Ramasubramanian, 
founding member of the Asia-Pacific 
Coalition Against Unsolicited Commer- 
cial Email (APCAUCE), says countries 
such as China, South Korea and Taiwan 
“are becoming centres of Internet fraud, 
the way Grand Cayman or Bahamas are 
havens for tax fugitives.” 

According to Seattle-based SpamCop, 
in February, ChinaNet—the country’s 
largest Internet-service provider, or ISP, 
and a subsidiary of state-owned China 
Telecom—received 1.85 million com- 
plaints regarding the large volume of 
unsolicited e-mail coming from its 
servers. SpamCop is an anti-spam 
organization that sends reports of spam 
to network administrators on its cus- 
tomers’ behalf. 

This number of complaints about 
spam from ChinaNet is about five times 
the number received by America Online 
in the same period. China Telecom, which 
does not dispute SpamCop’s figure, 





acknowledges that the volume of com- 
plaints it receives about junk mail sent by 
its users is high. In an e-mail response 
to a list of questions, the company said 
many international spammers are con- 
ducting a “guerilla war,” moving their 
activities around the company’s vast 
server network in order to avoid detection. 

The large number of complaints that 
Chinese ISPs receive does little to deter 
spammers. That’s because few of the 
ISPs have acceptable-use policies that 
would allow them to easily drop mass 
e-mailers. Currently, China Telecom can 
only request that clients stop sending 
junk e-mail. In order to avoid legal dis- 
putes, it will not normally terminate a 
client’s service, says spokesman William 
Li, though he notes that the company 
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is tightening up its registrations to make 
it easier to locate account holders who 
send spam. 

The ISPs often have scant resources 
to devote to these issues. Yu Gaoxing, 
who monitors spam levels for a branch 
of ChinaNet located in Jiangsu province, 
says that during March and April last year 
he received more than 10,000 com- 
plaints a week from countries worldwide 
about spam. Most of the outgoing mass 
e-mails were in English, he says, indi- 
cating that they were not produced by 
locals. Pinning down offenders is diffi- 
cult because spammers merely tem- 
porarily abandon a base when they real- 
ize they are being tracked, he says, and 
return when the coast is clear. Yu says 
Chinese ISPs “are the victims” because 
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their services are being hijacked by spam 
gangs from elsewhere. 

Others say that Chinese ISPs often 
arent aware that they are playing host to 
spam gangs. Spammers typically book 
space on half a dozen servers around 
China and circulate their activities to avoid 
detection, says Justin Mallen, chief exec- 
utive at Silk Road Technologies, a data cen- 
tre based in Hangzhou, south of Shang- 
hai, that provides hosting services for 
Yahoo and Microsoft, among others. “It’s 
very difficult to be proactive” monitoring 
vast volumes of data traffic, he says. 

Also, officials have been slow to react. 
The authorities’ strongest response to 
date has been to publish a blacklist of 
servers that conduct spamming activities. 
But system administrators say the lists, 


Marc Mongeau/REVIEW 





put out by the Internet Society of China 
(ISC), a trade organization, aren't detailed 
enough. Similar lists circulated by indus- 
try groups in the U.S. and Europe typi- 
cally contain detailed information of 
thousands of alleged transgressions. In 
contrast, this year’s ISC list has fewer 
than 700 servers. Ramasubramanian of 
APCAUCE says he would neither “use 
nor recommend” the list. A spokesman 
from the ISC said that the list, while rel- 
atively short, is helping. 

Last week, during the National People’s 
Congress, China’s annual legislative ses- 
sion, a proposed bill to ban junk e-mail 
was considered but not approved, accord- 
ing to the official Xinhua news agency. 

China isn't the only offshore destina- 
tion for spammers. According toa >> 
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survey by Messagecare, a Sydney-based 
anti-spam filtering company, last year 
China contributed 18% to the global spam 
pool, while South Korea contributed 9%. 
The U.S. was the world’s top contribu- 
tor at 33%. In Spamhaus’s February list of 
the top ro spam-producing ISPs, four are 
Asian—two in China, and one each in 
South Korea and Taiwan. 


TOUGH TO CONTROL 

Peter Chong, corporate attorney for 
Microsoft East Asia, says that China 
presents a particularly difficult prob- 
lem because of the size of the country, 
the high volume of data traffic and its 
relatively low level of security measures. 
So far, Microsoft has been focusing its 
efforts in Asian countries where it feels 
it has a better chance of successful pros- 
ecutions, such as Taiwan and South 
Korea. In Taiwan in November, the com- 
pany used dummy Hotmail accounts 
to trace a spammer back to the source— 








an adult chat-service 
provider in Kaoshiung. 
But despite the evi- 
dence collected by 
Microsoft, Taiwanese 
authorities have thus 
far been unable to 
prosecute the alleged 
offender. The reason: 
He’s believed to be hiding 
in mainland China, according 
to Taiwan’s computer-crime enforce- 
ment unit. 

Controlling spam in the Asia-Pacific 
region is particularly difficult because at 
present only South Korea, Japan and Aus- 
tralia have anti-spam legislation, says 
Chong. “We're working on a more uniform 
approach across borders,” he says. 

The United States Federal Trade Com- 
mission says it is possible to prosecute 
spammers who are operating outside the 
U.S., even though tracing and identify- 
ing spammers is more difficult. FTC 


staff attorney Michael 
Goodman says the 
organization has 
scored some legal 
successes, mainly in 
Europe. In 2002, for 
instance, operators in 
the U.S. and Britain 
that were found to have 
been using spam messages 
to sell defunct Web addresses 
were made to pay as much as $300,000 

in compensation to consumers. 
SpamCop founder Julian Haight says 
that even if Chinese authorities tighten 
legal restrictions, spammers will simply 
move their bases elsewhere, such as Rus- 
sia. But Spamhaus’s Linford thinks oth- 
erwise. “If China just banned the host- 
ing of spam sites it would get rid of a vast 
problem,” he says, adding that “there 
arent many other places to go. Spam- 
mers see China as the last big spam 

haven in the world.” = 


HOW TO STOP SPAM: IDENTIFY YOURSELF 


The best defence against spam may be technical, matching 
spammers’ search for ways to get around legislation, avoid 
prosecution and override whatever measures are in place to 
keep their e-mails out. “There’s an ongoing cunning with 
these spammers; they're always trying to develop [ahead of] 
the anti-spamming system,” says Michael Gazely, managing 
director of Hong Kong-based The Network Box Corporation, 
which produces hardware designed to keep spam and other 
unwanted traffic out of company computers. 

Technical solutions range from the knee-jerk to the 
long-term. Earlier this month on-line news service CNET 
reported that customers of Philadelphia-based high-speed 
Internet service provider Comcast were unable to e-mail 
anyone in Russia for four days recently after the company’s 
spam filter blocked all e-mails to an address with the 
Russian suffix “ru.” This may have been deliberate, since 
Russia is one of the main conduits for spam. But such 
tactics may not be effective: Gleb Budman, senior director 
of product management at MailFrontier, a Palo Alto-based 
messaging-security company, says that one client, con- 
vinced that Nigeria was the source of all its unwanted e-mail, 
asked to block all e-mail originating there, only to find 
that in fact it had some business there. There are more 
sophisticated ways of doing this, including blocking 
suspicious e-mail servers, a process employed by Sophos, 
a British anti-virus company. 
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MailFrontier’s Budman says that only when e-mail is 
configured so that the sender can be authenticated by 
the recipient will spam face extinction. This means that 
any e-mail you receive that says it’s from Joe Smith will 
really be from Joe Smith, allowing you to block anything you 
don’t like—and making it tough for anyone trying to bluff their 
way into your mailbox. 

Until then, Budman says, legislation and enforcement is 
going to be weak. “It’s like legislating that next week we 
must colonize Mars—it’s useful for getting people moving in 
that direction but requires capabilities not currently avail- 
able,” he says. The problem: While there are some useful 
ways to do this already available, none yet have big backers 
and traction. 

One standard, called S/MIME (Secure /Multi-Purpose 
Internet Mail Extensions), which builds on the existing 
standard to include encryption information and a digital 
certificate can be included into an e-mail. This is already 
available but not widely used because it’s too fiddly for 
most users. Other methods have been proposed by some of 
the bigger e-mail providers: Caller ID from Microsoft, 
DomainKeys from Yahoo and AOL's Sender Permitted From 
(SPF). All work on the principle that e-mail must identify 
where it comes from, and that the recipient (or recipient's 
server) can in some way verify that. 

Jeremy Wagstaff 
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LOOSE 


BY JEREMY WAGSTAFF 


Down With the Mouse 


We rely on the computer mouse far too much. Even one of its earliest advocates says so. 
The solution? Master your most-used programs and bring on simpler software 





THIS COLUMN was going to be about how to get 
more out of your computer mouse. You know, 
clicking, dragging, double-clicking, dropping, all 
that kind of stuff. I was all fired up about it until 
I consulted the guy who had a lot to do with get- 
ting the mouse onto every desktop. That’s when 
I learned about how the mouse makes us endure 
more than we should. Here’s why. 

Jef Raskin is a technology guru who 
was in the thick of it when the personal- 
computer revolution started. His home 
page features a picture of him, bearded 
and bespectacled, wearing what I assume 
is an eye computer. It lists his accom- 
plishments concisely and modestly: cre- 
ator of Apple’s Macintosh, the Canon Cat, 
click-and-drag selection . . . coined the term 
and the concept of “information appliances” 
. . . also well-known as an expert on the aero- 
dynamics of miniature aircraft. More impor- 
tantly, Raskin reckons the mouse is a waste 
of your time. “A message for your readers is 
that the overuse of the mouse is costing them 
about 25% of their time,” he wrote in 

response to my e-mailed questions. 

Now you see why I was not quite so 
enthused about my mouse column after read- 
ing that. Instead, Raskin offered a glimpse of 
a world in which our computers do a much better 
job of anticipating what we might want from them, 
and, most importantly, where we don't feel quite 
so clumsy when we use our computers. The bot- 
tom line: The interface (officially called the Graphi- 
cal User Interface, or GUI) we're used to, and the bits 
and pieces we use to make it do things for us, could 
be a lot better. 

The story, basically, is this: The mouse was 
never really meant to do everything we use it for 
now. “Dragging is much overused in Windows and 
the Mac, as well as other GUIs. This overuse of the 
mouse (and other devices such as trackballs and 
pads) is both physically harmful to the user and 
makes the operation of computers slower and less 
efficient than it could and should be,” writes 
Raskin. “This may seem an odd observation from 
the person who invented the click-and-drag-and- 
drop techniques but I have learned a great deal 


about interface design, human psychology, and human physiol- 
ogy since creating the Macintosh project a quarter century ago.” 
Indeed, the now obscure computer he had a much greater 
hand in designing, something called the Canon Cat, had no 
mouse, or windows, or even menus, at all. The Cat was killed off, 
but the basic principle, Raskin believes, lives on. A 

computer is used for creating; mostly, that 
means writing. So who needs mice and 


-R windows, and clicking, and drag- 
4 ; | ging? “It is still the case that most of 


what we do with computers (esti- 
ma mates are typically 80%-85% on a 


time basis) involves the creation, 


reading and editing of text,” writes 
Q 
A 
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Raskin. “And for this kind of work, the 
mouse is usually inappropriate.” 
Coming from anyone else, I’d think 
this kind of talk was just for the hell of 
it. But reading Raskin’s book, The 
Humane Interface, I see what he means. 
Often, using the mouse just gets in the 
way. Say youre typing something in 
Microsoft Word and you want to add two 
numbers together. First you need to open 
the calculator (that’s four different mouse 
gestures); then you have to type or paste 
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in the numbers, then you have to type or paste the result back 
into Word. No wonder Logitech's spanking new Bluetooth com- 
puter keyboard comes with a whizz-bang new stand-alone fea- 
ture: a calculator. 

So what’s the solution? Raskin has no easy answer: He’s work- 
ing on his own, an interface, something called The Humane 
Environment, but it’s definitely not ready for prime time. He’s 
rather bleak, in fact: “I cant help current GUI users; I search 
through my Windows for Dummies and Macs for Dummies-type 
books and try to learn how to use them effectively, but they are 
so wrong from the [start] that there’s only so much a user can do 
to make them better.” 

I’m not quite so pessimistic. Raskin’s book and observa- 
tions highlight an important point we could all bear in mind: Don't 
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feel you have to master every program you have, just master what 
you need. Software has developed into bloated whales that pack 
features, customizable options and other bits and pieces to 
impress us, but most of it is unnecessary. Ignore it. If you use 
Microsoft Word to write letters to Aunt Gladys, and have no 
idea what “Paste Special” or “Templates and Add-Ins” mean, don't 
worry. So long as the letters are good. 

Secondly, experiment. Windows and Macs do have certain 
standards, but most software writers seem to ignore them. Try, 
for example, selecting some text and then dragging it from 
one application to another: It should work—the text should move, 
and appear wherever you move it, whether it’s a word proces- 
sor or a contact field—but it may not. If it doesn't, it’s not your Olin-Fudan EMBA 
fault. It’s because some lazy programmer hasn't included that | program 
feature, but they should have. The computer is there to help you | > i 
create, and (so long as you're not physically abusing it or ques- | in Phgaghai 
tioning its parentage in frustration) if it’s not doing so, then 
it’s not doing its job. Performed an illegal error? Command 
not valid? It’s not your fault. 

Raskin taught me a lot about user interfaces and hopefully 
one day we'll have something that better reflects his dreams 
and wisdom. Until then, make the computer your master, explor- 
ing functions and tricks. And if you really want a glimpse of the 
world that Raskin paints for us, check out the ActiveWords pro- 
gram (Screen Slaver, Feb. 26). It’s very simple and lets you access | 
files, commands, programs, Web pages, often-used globs of 
text, etc., right from wherever you happen to be typing. And 
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one of its features is a calculator: Type in the calculation 34x45, 
say, then two equals signs, and bingo, the result. 
The interface, maybe, is as simple as we want it to be. = 
More musings, updates and rants at my blog: 
http://loosewireblog.com 


DEAR’ JEREMY 


A lot of readers have written in about 
firewalls: Rosemary Lewis, an Aus- 
tralian teaching in the east Java town 
of Malang, asks in a recent e-mail: 
“What is a firewall and do | need one? | 
have only Norton Anti-Virus.” The term 
firewall comes from old coal-driven 
trains whose carriages needed to be 
protected from the possibility of fire in 
the engine, via a big steel wall. In 
computer terms it’s somewhat similar: 
a software gate that protects your 
computer from the danger of viruses 
and other nasties coming from the 
| Internet. The firewall should keep out 
such stuff while allowing you to check 
e-mail, download stuff or visit Web 
sites. They’re not perfect, but it’s a 
good idea to have one, even if you’re 


only connecting to the Internet through 
a telephone line (as opposed to a fast 
cable modem connection.) I'd suggest 
you use the free “light” version of 
ZoneAlarm (www.zonelabs.com), but 
it’s not the only option. Another that 
comes recommended is Kerio’s 
Personal Firewall (www.kerio.com), 
free for home use. According to 
British magazine PCPro, it lacks some 
features but is probably sufficient. 

A couple of things to remember: 

A firewall is no longer an option, it’s 
a necessity. But remember that it’s 
not entirely foolproof. Viruses can 
still get through, so don’t let down 
your guard. I'll look more closely 

at this in a future column, so keep 
the questions coming. 
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APPAREL INDUSTRY 


Cut From 
Different Cloth 


Bucking the trend toward outsourcing, a Hong 
Kong apparel company does everything itself, 
from growing the cotton to stitching the clothes 


By Gabriel Kahn/GAoMING, CHINA 


AS TIGER WOODS cruised toward victory at the Masters tour- 
nament in Augusta, Georgia, in April 2002, executives at Nike 
looked on in horror. By the 18th hole, Woods was 12 under 
par, but the heat and humidity was ruining the collar of 
his signature burgundy Nike polo shirt. 

Watching Woods receive the winner’s green jacket, 
his collar a crumpled mess, was the “best and worst 
moment of my life,” says David Hagler, director of apparel 
for Nike Golf. “There was Tiger’s collar, decompos- 
ing on national television.” 

The next morning, Betsy Hentz, a sales manager 
in the United States for Hong Kong shirt maker Esquel 
Apparel Inc., received a phone call. Nike wanted to 
re-engineer its polo-shirt collars from scratch, creat- 
ing one that would not wilt in the heat. Esquel’s 
designers and chemists in China set to work on 
a resilient new fabric. Within weeks, it flew six * 
prototypes to Florida, where the May weather 
was humid enough for Nike to test them. By 
October, the new collars (the old ones were 
made by a rival supplier) were rolling off 
Esquel’s assembly lines. 

That speed—lightning-fast by indus- 
try standards—derives from a unique 
edge Esquel has carved in the cut-throat 
apparel business. The 47,000-em- 
ployee firm owns every link in its sup- 
ply chain, from the design of clothes 
and fabrics, to the factories that 
stitch the cloth, to the mills that 
spin the yarn, and even the fields 
that grow the cotton. That end- 
to-end reach, explains 
Hentz, allows the com- 
pany to “crack new prob- 
lems quickly” because it 
can control every step in the 
process and doesn't depend on 
subcontractors. 
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CRUMPLE-FREE: Tiger Woods triggered an order for Esquel Apparel 


It’s a bold approach in an industry that is increasingly 
specialized. It’s also risky, exposing Esquel to glitches that 
could occur anywhere along the multi-step process 

and requiring it to invest large amounts in keep- 
ing its machinery up to date. But it is also a sign 
of how producers in China are changing the way 
the global apparel game is played. By handling 
more of the core functions of fashion, from design 
to fabric innovation, Esquel can get new prod- 
ucts on store shelves faster. And by handling 
so many aspects of the business in-house, 
it has made itself a one-stop shop for big 
labels such as Nike and U.S. fashion 
retailer Nordstrom's. 
“They can go to a customer and say, 

‘We own the whole supply chain, no one 

else has to get involved’,” says Mohan 

Komanduri of Kurt Salmon Associates in 
Hong Kong, who has consulted for Esquel. 
This allows them to “make sure their claws are into 
their customers pretty deeply. They don't want to be in 
a place where their customers will jump if there is a 
lower-priced offering.” Esquel's full-service offering gives 

customers less to worry about, and higher-end retailers 
not so focused on price are prepared to pay more for the 
complete package. 

Esquel started out in 1978 as a low-cost, high-volume 
supplier to big retailers. But the company, which is still a 
closely held, family-run business, was soon squeezed by 
steadily falling prices for apparel. “Kmart was our biggest cus- 
tomer, 25% of our volume,” recalls K.L. Lee, Esquel's execu- 
tive director in Hong Kong. “Our business was built on big 
orders, low prices and long lead times.” 

As more textile factories sprang up in China in the 
mid-1980s, there was always someone with a lower bid. 
Esquel tried to distinguish itself by offering higher-qual- 
ity garments. “Then we wouldn't need Kmart, we could trade 
up,” says Lee. It bought expensive new equipment and 
trained its workers. But its edge in quality lasted only >> 
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a few years, as other factories raced to escape the low margins 
at the bottom of the textile heap. 

In 1990, the company set out to climb the next rung, 
establishing its own weaving operations to produce high- 
quality fabric—something its competitors couldn't match. 
“That was the beginning of our backward integration,” says 
Lee. Kmart left for cheaper suppliers and Esquel replaced 
it with classier labels such as Ralph Lauren, Tommy Hilfiger 
and Lands’ End. 

That work soon had Esquel seeking hard-to-find yarns for 
its special fabrics, and managers saw a new way to carve an 
advantage—locking in supply by growing its own cotton. In 
1998, the company began long-term lease agreements with 
farmers in Xinjiang province, in China’s northwest, to pro- 
duce long-staple cotton, which is used to make finer, stronger 
fabrics and is only grown in a few parts of the world. Its 
own cotton now accounts for about 10% of its total needs, and 
is used almost exclusively in its highest-end shirts. 


MINIMIZING WASTAGE 

Esquel's reach is an exception in a world of specialization and 
outsourcing. At one end of the company’s sprawling, 19,500- 
worker factory complex in Gaoming, in Guangdong province, 
bales of fluffy, white cotton are slowly sucked into a machine 
that turns them into coarse yarn. Several steps in the process 
later, it is a fine thread, woven into broad sheets of fabric 
that are then dyed, dried and wrapped onto large rollers. At 
another end of the complex, workers bent over sewing 
machines stitch together the collars, pockets and sleeves of 
what are soon to be Tommy Hilfiger knit shirts. 

The process, which can take several days, is engineered 
to minimize wastage of time and product—for example, every 
spindle of thread spun has already been assigned to an order 
of shirts. But a miscalculation or glitch along any one of 
the numerous steps can back up the whole process. Over the 
past few years, as Esquel moved more tasks in-house, it 
had to swallow some “major wastage,” says Lee. Even one 
year ago, when it upgraded to new state-of-the-art German 
dyeing machines, it took six months for the company’s tech- 
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nicians to figure out the proper temperature and water con- 
tent needed to attain the best results. 

In addition, maintaining the machinery and technology 
for each part of the process requires vast amounts of capi- 
tal in an industry that operates on razor-thin margins. The 
company, which produces roughly 6o million shirts a year, 
would not disclose its annual revenue or gross margins, 
but insists that it is profitable. Although the bulk of its 
manufacturing is done in China, it also owns factories in 
Mauritius, Sri Lanka, Malaysia, Hong Kong, Vietnam and 
the Philippines. 

Some in the textile business consider Esquel’s strategy 
unwise. “I think it’s better when each part of the supply 
chain is separated,” says Steven Feniger, the chief executive 
of Hong Kong apparel-sourcing company Linmark Group. 
During a 20-year career at British clothing chain Marks & 
Spencer, he says, “the factories we used to own accounted 
for 10% of the turnover and 90% of the problems.” He notes 
that while Esquel can speed turnaround times, it often ends 
up paying more to produce an item of clothing than if it had 
used subcontractors. 

Esquel executives concede that the company’s unorthodox 
approach often looks as if it doesn't add up. “To break it down 
on paper, it doesn’t make sense economically,” says Dodie 
Hung, assistant to the company’s chairwoman, Margaret Yang. 
Esquel says it is driven by the need to stay ahead by offering 
customers something distinctive—in its case, more than 
1,000 different fabrics each year. In recent years, the company 
has developed its own wrinkle-resistant and stain-resistant 
fabrics, as well as fabrics that draw moisture off the skin 
and towards the outside of the clothing where it evaporates, 
keeping the clothes dry. 

Even with all the money Esquel pours into innovation and 
design, Lee says that any advantage it gains in the market is 
short-lived, as competitors quickly copy or mimic its products. 
Now the company is now considering developing some of 
its own brands to slap on its fabrics in order to give them added 
cachet and command higher prices. “It’s all a continuation of 


trying to build a competitive edge,” says Lee. = 
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Macquarie Makes 
Its Move On Asia 


Australia’s sixth largest bank has a well-deserved reputation for brashness in its home market, 
but there is no denying its energy, its willingness to take risks and its nose for the profitable deal. 
The 19-year-old investment bank is now increasingly bringing that zeal for the deal to Asia 


By Donald Greenlees/SEouL and Jan McCallum/SyYDNEY 


Greg Wood/AFP (left); Michael Prince/ Corbis (right) 


BIG BUILDER: 
Macquarie has 
built its reputatio' 
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IN THE OFFICES OF Macquarie Bank in 
downtown Seoul, the lights burn bright 
late into the night. Executives fire off an 
e-mail at 3:30 a.m. and laugh at pulling 
a late shift only to turn up at the office 
later in the morning to put in a full day. 
Asked when some papers can be picked 
up from reception, one senior manager 
says, “This office is open 24 hours.” 
Senior executives at Macquarie, Aus- 
tralia’s sixth-largest finance house, exude 
a gleeful bravado about the long hours, 
the rapid-fire deals and the dazzling price 
tags that go with them. Along with the 
bravado, the company is renowned for 
handsome bonuses it pays its deal mak- 
ers, earning it the tag in the Australian 
media as “the millionaires’ factory.” Mac- 
quarie, which has a reputation for brash- 
ness in its home market, has attracted a 
lot of epithets in its time, many of them 
uncomplimentary. But there is no deny- 
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ing its energy, its entrepreneurial flair and 
its skills at profitable deal-making. 

The 19-year-old Australian investment 
bank, an upstart among the big American 
and European names that dominate inter- 
national banking, is now increasingly 
bringing that zeal for the deal to Asia. 

Just take the first days of March. On 
March 2, Macquarie announced the first 
foreign-equity investment in a Japan- 
ese toll road. Having wound down its 
Hong Kong equities-trading operations 
a year go, on March 9 Macquarie leapt 
back into the Asian institutional-broking 
market by announcing that it was going 
ahead with the acquisition of ING 
Group's equity businesses in 10 countries. 
It is a deal that analysts say will act as a 
launching pad for Macquarie in Asia, 
spurring the bank’s regional growth. On 
March 15, Macquarie’s South Korean oper- 
ation announced investments in two toll 





UP, UP AND AWAY 
Macquarie has a market capitalization 
of $15 billion 
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roads in the peninsula’s south. It will 
buy a half share of the Machang Bridge 
project for 80 billion won ($67 million) 
and 99% of the Baekyang road tunnel 
for 125 billion won. 

Drawing on its global experience as 
an infrastructure investor and manager, 
particularly in toll roads and airports, Mac- 
quarie is gearing up to cash in on the boom 
in Asian infrastructure. The bank recently 
opened its first investment-banking office 
in Beijing, where it is the financial adviser 
to the government on the aquatic centre 
and the main stadium for the 2008 
Olympics, a move likely to herald a big- 
ger move into China infrastructure. In 
South Korea, the bank is eyeing a slice of 
government plans to put in $300 billion in 
new infrastructure over the next decade. 

“We are quite happy to say that for 
us [South Korea] is the most exciting infra- 
structure-development market in the 
world,” says John Walker, executive chair- 
man of Macquarie Advisory and Invest- 
ment Group, Korea. 

The infrastructure plays in South 
Korea and Japan announced in early 
March add to a long list of assets the bank 
owns or manages in the Asia-Pacific. Fol- 
lowing the latest deals, the bank boasts 61 
assets in 14 countries. But for Macquarie, 
it is the deal to buy ING’s Asian equity 
operations that could be the real spring- 
board to its regional ambitions. 

“It gives us a base, a critical mass,” says 
Macquarie’s head of investment bank- 
ing, Nicholas Moore, adding that ING was 
a good “strategic fit” with Macquarie’s 
other investment-banking business. 

The last big Australian-owned invest- 
ment bank, Macquarie has fared well in the 
past decade in the face of an invasion from 
the big American groups that have gobbled 
up most of Macquarie’s former domestic 
rivals. The bank’s profit has grown 4.5 
times over that period. In 2003, profit grew 
33% over the previous year and is in line for 
another year of record growth this year. The 
company’s “extended family,” with its sub- 
sidiaries, ranks roth on the Australian stock 
exchange, where its market capitalization 
totals about $15 billion. 

But the bank is increasingly looking 
to Asia for future profits—a vote of con- 
fidence from a firm that prides itself on 
careful risk management. 

Ata stroke, the ING purchase— >> 
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at a price tag estimated to be about $150 
million—will give Macquarie much 
greater regional prominence. The busi- 
ness, to be known as Macquarie Securi- 
ties Asia, brings in 380 new staff, includ- 
ing analysts carrying worldwide influence, 
in Hong Kong, South Korea, Japan, Tai- 
wan, Thailand, Singapore, China, Indone- 
sia, Malaysia and the Philippines. It also 
includes ING’s Asian sales-and-trading 
desks in London and New York. 

The acquisition of ING’s Asian equi- 
ties network, originally assembled by Bar- 
ings until rogue trader Nick Leeson broke 
the bank with $1 billion in unauthorized 


Last year, Macquarie established South 
Korea’s first private infrastructure fund, the 
Korean Road Infrastructure Fund, through 
a joint venture with Shinhan Financial 
Group. In three capital raisings, the fund 
has grown to 630 billion won. 

Macquarie also bought a 23-storey 
office building in Seoul for about $136 
million, the largest commercial-prop- 
erty transaction in the country in 2003. In 
January, it listed Korea’s first real-estate 
investment trust managed by a foreign 
player, part of the export of the bank’s spe- 
cialist funds-management model that has 
been one of its key growth drivers. 


MACQUARIE’S PUSH INTO ASIA IS DRIVEN BY 
ENTREPRENEURIAL SPIRIT RATHER THAN ANY GRAND 
VISION OR OVERARCHING INVESTMENT STRATEGIES 


stock trades from Singapore, will signifi- 
cantly boost Macquarie’s capability to mar- 
ket its products to Asian investors. The 
ING equity businesses have about 1,000 
active clients; 150 of them overlap with 
Macquarie’s own Sydney-based equity- 
markets group. Says Moore, “Where we 
think the profitability will come from is 
from this platform being incorporated into 
the broader business.” 

In Asia, that business is pretty 
diverse. Outside standard investment- 
banking activities, it includes some 
unique infrastructure- and property- 
investment products. 


Its first infrastructure investment in 
Japan came on March 2 with the purchase 
of the Hakone Turnpike near Tokyo for 
$11.4 million by the Japan Infrastructure 
Group, a joint venture with the Develop- 
ment Bank of Japan. 

In Malaysia, Macquarie is offering 
Islamic banking services, while in Taiwan 
it has a fund-management joint venture. 
In Hong Kong, it has the leading share 
in warrants—28% in January. In a trib- 
ute to the Hong Kong public’s financial 
savvy, the bank at one stage advertised war- 
rants on the sides of taxis and buses there. 

Macquarie’s push into Asia is driven 


A WINNER 


by entrepreneurial spirit rather than any 
grand vision. Indeed, managers admit 
to avoiding overarching strategies for 
regional investment. 

“We are proud that Macquarie 
business takes place from close to the 
ground,” says Sydney-based Moore. “We 
are not top-down. People on the ground 
are much better placed to say what works 
with individual businesses.” 

It means that Macquarie’s global invest- 
ments can appear to be without rhyme or 
reason. “It sounds fuzzy and scary, but it 
has worked though,” says Moore. Even 
Macquarie’s critics—and they are numer- 
ous—acknowledge that investors and 
shareholders have received value. 

There are some hallmarks to Mac- 
quarie’s approach. Typically it enters a mar- 
ket cautiously, through an alliance with a 
well-established institution, before it thinks 
about hanging a shingle on the door. It also 
makes an effort to forge close contacts and 
trust with governments, though this often 
involves a difficult balancing act. 

Infrastructure investment is by its 
nature highly political. Macquarie makes 
no bones that its first priority is investor 
returns, and that doesn't always sit eas- 
ily with politicians who worry about road- 
toll fees and other infrastructure charges. 
Macquarie has been embroiled in some 
celebrated clashes with politicians and 
community leaders in Australia, Britain 
and Canada in recent years over what 
the critics say have been unconscionable 
charges on the public. 

At least one loose-lipped executive was 
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WELL PLACED: Macquarie’s 
Warwick Smith has the right credentials 
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Shinhan Macquarie Financial Advisory’s top 
infrastructure projects in Korea 
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Shinhan IT cross-border project 


Taean-Yong Duck 


forced to quit after comments to the 
media about pricing policies on Britain's 
M6 highway held by the Macquarie Infra- 
structure Group. The words that got him 
into trouble: “If [motorists] don't complain 
about {tolls] being too high, then we won't 
have done our job properly.” 

That kind of buccaneering attitude has 
been apparent elsewhere and has 
undoubtedly hurt Macquarie’s reputation 
in some markets. The bank has put in a 
major effort to change the image, though 
some wonder whether the underlying cul- 
ture has changed. 
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So far, there have not been too many 
such political hiccups in its Asian busi- 
ness. Macquarie has forged close links 
with governments in both China and 
South Korea, for instance. 

When President Hu Jintao last Octo- 
ber made Australia only the second coun- 
try he visited as China's new leader, his 
meeting in Sydney with a group of busi- 
ness leaders was chaired by Warwick 
Smith, a Macquarie executive director and 
former federal-government minister. 
Smith served as minister assisting the 
prime minister for the Sydney 2000 





Olympic Games—a role that helped Mac- 
quarie win the contract as financial 
adviser on stadium construction for the 
Beijing Olympics. 

On relations with government and 
regulators, Smith says: “I believe we're 
known and regarded well.” But he adds 
that being a lower-profile brand in Asia 
has been no bad thing. “People feel more 
comfortable going into joint ventures with 
us, but in our areas of competence we 
are as good as anyone in the market... 
with rigorous risk-management creden- 
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FLAG BEARER: As 
finance minister and 
Umno’s treasurer, 
Daim was the archi- 
tect of Malaysia Inc. 
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Daim’s Expanding Empire 
Daim Zainuddin played a key role in creating a Malay entrepreneurial class during former 


Premier Mahathir Mohamad’s heyday of high growth. Now, in a more sedate political climate, 
Daim is focusing his energies on building a private global-banking empire 


DAIM ZAINUDDIN may be one of Asia’s richest men, but his 
business is headquartered in a grimy, converted hotel in an 
unfashionable neighbourhood alongside a busy Kuala Lumpur 
highway. Working from a cluttered office, the diminutive 
Malaysian tycoon—Malaysia’s long-time finance minister and 
treasurer of the United Malays National Organization, the dom- 
inant party in the ruling coalition—is plotting a new busi- 
ness strategy that he hopes will transform him from a savvy 
domestic corporate player into a global financier. 

“Personally, I have retired and I don't want to compete with 
Malaysians” at home, Daim told the REVIEw in a rare inter- 
view. Hunched behind his large desk wearing a simple 
checked shirt, slacks and his trademark sandals, the mous- 
tached Malaysian maverick explains how he plans to reinvent 
himself. Daim is turning his deal-making skills to South- 
east Asia, buying into Indonesian banks and advising gov- 
ernments of two of the region’s most liquid investors—Sin- 
gapore and Brunei—on where to invest their money. Daim 
has already set up a string of small banks in Africa and East- 
ern Europe, where he acknowledges he is playing for high 
returns in risky markets. 

Eccentric a strategy as this may seem, Daim is worth 
watching because of his formidable wealth and the power- 
ful influence he once wielded on Malaysian business. The 66- 
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year-old country-lawyer turned politician and corporate deal 
maker helped build the nexus between corporate and politi- 
cal power in Malaysia after becoming chairman of Umno’'s 
main investment arm in 1984. 

Daim worked in the shadows, and many of his private 
investments and those of Umno were held in the names of 
nominees or close associates. Daim was a close confidant of 
former Prime Minister Mahathir Mohamad, until they fell out 
towards the end of Mahathir’s years in office. But some of 
the biggest Malaysian companies once controlled by Daim or 
his associates and proteges in the late 1980s and 1990s were 
battered and discredited in Asia’s 1997-98 financial crisis and 
their ownership has since changed hands. 

With new Prime Minister Abdullah Ahmad Badawi trying 
to create a new business climate in Malaysia, some analysts 
see Daim's move offshore as a reflection off his declining polit- 
ical clout. “Daim was very confident when Abdullah came in 
that he would be approached and restored to what he sees as 
his rightful place in Malaysian politics,” says an economist 
in Kuala Lumpur who has followed Daim's career closely. 

Daim himself is cagey about his political role. He has 
given up his seat in parliament, but indicates that he is help- 
ing with the election campaign for Malaysia’s parliamentary 
vote on March 21. 
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Other analysts wonder if Daim’s overseas investment strat- 
egy reflects a reaction to Abdullah's tough approach to crony- 
ism. As Umno's treasurer and main business strategist, Daim 
oversaw the endowment of Umno-linked companies with pri- 
vatized state assets and big government infrastructure and 
supply deals in the 1980s. Following a 1988 court ruling, 
the government divested Umno assets, beginning in 1990, 
to “private investors,” who were, in many cases, the same 
Daim associates who previously managed them for Umno. 

There has been no public accounting of Umno finances 
since. Asked if there were outstanding issues regarding his 
long tenure as Umno treasurer, Daim smiles and says, “They 
don't owe me any money and I don't owe them anything.” 

Daim doesn't see Abdullah making much headway with 
his current anti-corruption campaign before he runs into 
resistance from within the party. “We 
have always been trying to change the 
business culture, but we always relax 
after some time and exceptions are 
given,” he says. 

But it’s business that is now pre- 
occupying Daim. Last month, he was 
in the news for his involvement in the 
Singapore government's purchase of 
a 5% stake in Malaysia’s Alliance 
Bank though its investment arm, 
Temasek. Alliance Bank is owned by 
Malaysian Plantations, in which 
Daim has been a key investor through 
a holding company called Langkah 
Bahagia, and is run by associates. 
Daim says he divested his Langkah 
Bahagia stake in 1998 to one of those 
associates. Details of that sale have 
never been publicly disclosed. 

Daim does acknowledge helping 
Temasek in Malaysia, however. 
“Since I know Temasek, they said 
they were looking at opportunities in 
Malaysia. They asked me to make 
enquiries,” he says. Temasek, how- 


ever, declined to comment on its rela- CHANGE OF GUARD: Mahathir (/eft) and Abdullah 


tions with Daim. 

Daim’s also working with the Singapore’s investment arm 
elsewhere. Late last year Daim was part of a consortium led 
by Temasek, which bought a 51% stake in Bank Indonesia 
Internasional, or BII, formerly owned by the Widaja family. 
The consortium, Sorak Financial Holdings, included Temasek, 
Britain's Barclays Bank and Daim’s Zurich-based banking 
group International Commercial Bank, which now holds a 
13.3% stake in BII. 

Daim likes banks, and says he’s eager to acquire more 
of them in Indonesia. One of the attractions, he says, is han- 
dling remittances from the country’s growing number of over- 
seas workers. “There are more than a million Indonesians 
working in Malaysia and they have to send their money 
home,” he points out. 
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Money 


Daim says that he’s currently chasing a stake in what he 
describes as a “small clean bank” in Indonesia and is also 
interested in a piece of the state-owned Bank Nasional Indone- 
sia, which will put up 30% of its shares for sale this year. 

Daim says he is working with the oil-rich sultanate of 
Brunei on some of these prospective deals in Indonesia. 
“Indonesians like to work with Malaysians,” he says. “They 
present a friendly face.” 

The forays into Indonesia aren't hard to understand. 
“For Daim, it’s a bigger playground and assets are going 
cheap,” says an Indonesian economist formerly with the 
Indonesian Bank Restructuring Agency. 

But most of Daim’s other overseas banking business is 
currently done in Africa and Eastern Europe by his ICB group. 
The Zurich-based group has branches in Tanzania, Guinea, 
Zambia, Ghana and Sierra Leone, 
according to Daim. ICB has also 
applied for banking licences in Zim- 
babwe, Mali and Senegal, he says. 
There are additional branches in 
Albania, Hungary and the Czech 
Republic in Eastern Europe. 

The banking group is privately 
held and isnt required to publicly dis- 
close its financial records. A listing 
on a Web site for the West African 
Banker’s Association lists the ICB 
branch in Conakry, the capital of 
Guinea, as having 43 employees and 
paid-up capital of 5 billion Guinea 
francs ($2.55 million) at the end of 
2002. Daim is listed as a shareholder. 

Mention Africa and Daim’s eyes 
light up. “There’s money to be made 
in the remittance business,” he says. 
“In my European banks I do business 
in the Chinese communities. It’s one 
area people have not looked at. In 
Africa, you have the Indians and the 
Lebanese. Our approach is to be cus- 
tomer-friendly.” 

Daim declines to discuss ICB 
group's performance except to say the 
banks are profitable and managed by professionals. “The rea- 
son for this is mostly that the deposit- and lending-rate gap is 
big in these countries, so you make a lot of money,” he says. 
“The foreign banks don't lend, they say the risk is too big. But 
we're lending.” 

But there is more to his banking aspirations than remit- 
tances, Daim insists. He notes that many oil-producing coun- 
tries in West Africa lack banking expertise and he sees the 
region growing in importance as an energy supplier. “I see 
Americans buying more oil from West Africa because of the 
conflict in the Middle East,” Daim says. “This means more 
exports from Nigeria, and also Chad, Angola and the Gambia— 
all these places are finding oil.” And if there’s money to be made, 
Daim for one is not going to pass up the opportunity. = 
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| Economie Monitor | 


political stability to the appointment in 2001 of 
President Megawati Sukarnoputri, who once 
enjoyed strong grass-roots support. “Her biggest 
contribution has been doing nothing and saying 
nothing,” says Basri, who notes the contrast with 
her chaotic predecessor, Abdurrahman Wahid. Eco- 
nomic growth rose in 2003 to 4.1% a year from 
3.7% a year earlier. Bank Indonesia, the central 
bank, is forecasting GDP growth of 4.7% for the 
first quarter of 2004. 

The IMF team praised Indonesia’s fiscal man- 
agement in reducing the budget deficit to 1.3% of 
GDP, down from 2.7% last year. Lower inflation, 
due to a stabilized rupiah, has helped to boost con- 
sumption, which accounted for four-fifths of GDP 


E i t i i tt last year. Bank Indonesia’s three-month interest 
ec 10 n 1 ers rates have fallen to record lows of around 7.4% 
as of mid-March, down more than five percentage 


The rupiah has stabilized, but unemployment remainsa points year on year. And the central bank pre- 
problem and elections now add to uncertainty dicts these trends to continue this year, if the gen- 





By Tom McCawley 

As Indonesia begins the boisterous campaign for 
its general elections on April 5, the government is 
forecasting 4.8% economic growth this year and 
the stockmarket is booming. In March the first 
monitoring team from the International Monetary 
Fund gave the government good marks for sticking 
to reform promises after leaving the IMF’s $5 bil- 
lion loan programme in December last year. 

But for frustrated foreign investors and the 
nations 40 million unemployed, promising num- 
bers aren't enough. “The macro economy is doing 
well,” says Muhammad Chatib Basri, an economist 
at the University of Indonesia, “it’s on a micro 
level that you have problems.” 

Many economists credit Indonesia’s improved 


STEADY RISE 

In 2003, the Jakarta Composite Index 
was the second-best performing index 
in the region 
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eral elections run smoothly. 

In 2003, the benchmark Jakarta Composite 
Index was the second-best-performing index in the 
region, rising to a record high in February 2004. In 
response to strong international demand, the gov- 
ernment raised a global bond issue in March to 
$1 billion, more than twice its planned level. Many 
economists even predict the legislative and presi- 
dential elections will further boost consumption 
this year. Indonesia’s political parties are expected 
to spend heavily on the election campaign. 

Still, the IMF warned in a statement that 
“Indonesia’s GDP and export growth have lagged 
behind others in the region, and the economy 
has yet to fully share in Asia’s recovery.” In par- 
ticular, the IMF said, poor law enforcement and 
a chaotic tax system were holding back Indonesia’s 
economic recovery. 

Foreign direct investors certainly aren't cele- 
brating. Investment in factories, machines and 
mines has been thin. Many foreign companies, 
particularly in the key mining and energy sec- 
tors, have been deterred by unpredictable legal rul- 
ings and policy uncertainty. After four years of out- 
flows, foreign investment crept back to a surplus 
of $145 million in 2002. But this surplus reflects 
privatization proceeds and changes of ownership 
from domestic to foreign investors. 

But for Indonesia’s soon-to-be elected leaders, 
a more pressing problem will be tackling unem- 
ployment and poverty. Bappenas, the state economic 
planning agency, warned in March that even if 
growth targets are achieved, Indonesia’s unem- 
ployment could still rise by 7 million people. Accord- 
ing to official forecasts, the government needs to 
expand growth to 6% and curb underemployment 
and poverty in a workforce of 100 million. = 
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Dow Jones Global Indexes Local Indexes ANEA 
Index (Mar. 15) % chg YTD (Mar. 15) Mkt Unit Latest % chg YTD 
(Mar. 15) %chg YTD ‘Australia 3,410.40 +3.16 Aluminium Ldn $/tn 1,645.00 +2.56 
Australia 219.65 +0.72 Bangkok 678.42 -12.14 Cocoa NY $/tn 1,443.00 -4.75 
China 88 154.02  +13.48 Bombay 5,520.66 -5.45 Coffee NY c/lb 77.45 +19.25 
Hong Kong 230.58 +6.36 Colombo 1,216.20  +14.51 Copper NY c/lb 134.90 +29.03 
Indonesia 55.95 +1.73 Hong Kong 12,919.41 +2.73 Cotton NY c/lb 65.43 -12.84 
Japan 81.28 +4.62 Jakarta 724.15 +4.66 Gold Ldn $/oz 398.10 -4.59 
Malaysia 122.25 +12.55 Karachi 4,952.04  +10.74 Oil: Brent Ldn $/barrel 32.81 +8.75 
New Zealand 180.50 -0.16 Kuala Lumpur 890.29  +12.14 Palm Oil KL Ringgit/tn 1,909.00 +7.61 
Philippines 62.39 -3.59 Manila 1,419.34 -1.60 Pulp FOEX  $/tn 600.15 +7.27 
Singapore 136.81 +2.71 Seoul 852.26 +5.13 Rice Bnk $/tn 229.00 +13.37 
South Korea 116.73 +9.67 Singapore 1,838.23 +4.18 Rubber KL Mc/kg 501.50 +614 
Taiwan 128.31 +13.24 Taipei 6,635.98  +12.65 Soyabeans Chg c/bushel 978.25 +23.21 
Thailand 70.86 -11.39 Tokyo 11,317.90 +6.01 Sugar NY c/lb 6.74 +18.87 
U.S. Total Market 263.19 +0.19 Wellington 2,284.25 +0.26 Tin KL $/tn 7,200.00 +8.93 
Euro Stoxx 50% 2,756.13 -0.16 DJIA 10,102.89 -3.36 Wheat Chg c/bushel 373.00 -1.06 
FTSE 4,467.40 -0.21 AIG - Dow Jones Commodity Index 148.29 +9.63 
Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. *Dow Jones Stoxx ™ Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 
% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Kuala Lumpur (1.13% on week) 
(Mar. 15) Gop | CPI Current acct [Trade balance  1-mth interbank | Prime rate Composite index 
Australia 3.5 (Dec Qtr) +2.4 (Dec Qtr) -29.63 (Dec) -16.17 (Jan) 5.38 9.50 
China 9.9 (Q4 '03) +2.1 (Feb)  +35.42(2002) +18.07 (Feb) 2.70 n.a. 
EU 0.9 (Q4 '03) +1.8 (Jan) +43.68(Q4'03) -16.38 (Dec) 2.08 n.a. 
Hong Kong 5.0 (Q4 '03) -1.5 (Jan) +18.43 (Sept) -8.65 (Jan) 0.09 5.00 
India 8.9 (Q3 '03/'04) +4.4 (Jan) +1.07 (Sept) -15.82 (Jan) 6.00 10.63 
Indonesia 4.1 (2003) +4.6 (Feb) +4.70 (2003) +27.72 (Jan) 7.57 7.42 
Japan 3.4 (Q4 '03) -0.3 (Jan) +136.11 (Dec) +94.79 (Jan) 0.07 1.38 
Malaysia 6.4 (Q4 '03) +1.0 (Jan) +11.87 (Sept) +46.93 (Jan) 3.00 6.00 
New Zealand 3.6 (Sept'03) +1.6 (Dec Qtr) -3.67 (Sept) -2.77 (Jan) 5.43 5.49 
Philippines 4.5 (Q4 '03) +3.4 (Feb) +3.43 (Sept) -1.83 (Dec) 7.62 10.62 
Singapore 4.9 (Q4 '03) +1.3 (Jan) +27.41 (Dec) +27.16 (Jan) 0.56 5.50 
South Korea 2.3 (Q3 '03) +3.3 (Feb) +16.91 (Jan) +19.69 (Feb) 3.28 3.94 
Taiwan 5.2 (Q4 '03) +0.64 (Feb) +28.71 (Dec) +16.40 (Feb) 0.92 0.75 
Thailand 7.8 (Q4 '03) +2.2 (Feb) +8.09 (Jan) +10.16 (Jan) 1.29 5.75 
U.S. 4.1 (Q4 '03) +1.9 (Jan) -541.80 (Dec) -492.96 (Jan) 1.09 4.00 
Source: Government Statistics Source: MoneyLine Telerate 


FOREIGN EXCHANGE 


Key Currencies 


(Mar. 15) $1 worth Spot rate % chg YTD (Mar. 15) $1 worth Spot rate % chg YTD 
Australia dollar 1.3572 -2.20 Mongolia* tugrik 1,177.00 -4.33 
Bangladesh taka 58.70 -0.34 Nepal rupee 73.00 0.00 
Brunei dollar 1.7161 -0.63 New Zealand dollar 1.5486 -1.42 
Burma** kyat 860.00 +3.49 Pakistan rupee 57.32 -0.28 
Cambodia** riel 4,132.00 -6.75 Papua New G. kina 3.1751 +3.97 
China renminbi 8.2773 -0.01 Philippines peso 56.25 -1.31 
European Union euro 0.8151 -2.64 Russia** rouble 28.501 +2.59 
Hong Kong dollar 7.7921 -0.37 Singapore dollar 1.7062 -0.50 
India rupee 45.245 +0.77 South Korea won 1,173.00 +1.62 
Indonesia rupiah 8,629.00 -2.58 Sri Lanka rupee 97.30 -0.41 
Japan yen 110.28 -2.78 Taiwan NT dollar 33.421 +1.64 
Laos** kip 10,395.00 +0.38 Thailand baht 39.435 +0.34 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,769.00 -0.70 
Malaysia ringgit 3.80 0.00 

Other rates: HK$ = renminbi 1.0618 S$ = ringgit 2.226 SDR = $1.4676 *Official rate **Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 
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Bring home something more 
than just duty free or difty laundry. 
_ Like new stories. 
~ New discoveries. 
‘more interesting you. 
Start with how you fly. 


Keep discovering. 








FRIENDS IN HIGH PLACES: God has 
been banned from elections in 
Malaysia. Neither He nor His agents are 
allowed to demand votes in exchange 
for guaranteed reservations at upmar- 
ket establishments in the afterlife. 
Elections chief Abdul Rashid Abdul told 
religious electioneers that such offers 
would be “disadvantageous to 

the other candidates.” God was 

not available for comment. 

In Asian elections, you have to think 
of every angle. In India, onions are a top 
concern. In 1998, a rise in the price 
of that tangy vegetable, vital for 
curries, caused the rout of the New 
Delhi city government. In recent state 
polls, fluctuations in the prices of 
onions, cauliflower and other vege- 
tables panicked election strategists. 

Meanwhile, back in Malaysia, TV 
stations were ordered to show boring 
programmes on election day. Under 
the headline “Do not air interesting TV 
shows on polling day”, the Utusan 
Malaysia newspaper reported that 
politicians wanted the media to 
actively discourage viewing. “We urge 
not only public television stations to 
cooperate but private television sta- 
tions as well,” Information Ministry 
adviser Zainuddin Maidin said. 

Having watched Malaysian television, 
this columnist can honestly say that 
Zainuddin need have no fear 

of interesting programmes being 
screened during election times, or 
indeed, at any other time. 

Over in Pakistan, fears have been 
growing about the political effect of 
cricket, particularly matches against 
India. The Business Standard 
newspaper quoted a financier as 
saying: “We have one eye on cricket 
and another on elections.” 

Voters in Asia would be advised to 
remember that election bribes are 
often offered, but rarely paid. As Ranil 
Wickremesinghe, prime minister of Sri 
Lanka, said recently about his own 
country: “It has been past inclination 
to offer ‘something to everyone’ as a 
form of election bribes. As Lee Kuan 
Yew so eloquently put it, ‘Sri Lankan 
democracy is a periodic auction of 
nonexistent resources’.” 

Welcome to democracy, Asian-style. 
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HE’S A DRIFTER: This page 
has often featured stories 
about people attending their 
own funerals. But in India 
recently, a boy returned 
home 11 years after his 
funeral—and introduced his 
parents to his wife and child. 
The amazing story of Subash 
Bag was revealed after a 
chance meeting in a market. 
Bag was born in Son- 


apalasi village in West Bengal. 


At the age of eight, he was 
bitten by a poisonous snake. 
All signs of life disappeared 
from his body, so the parents 
did the usual thing: They put 
him on a funeral raft, held a 
ceremony, and set him adrift 
on the Damodar River. 

The raft floated down- 
stream and ran aground in 
neighbouring Hooghly dis- 
trict. An old man living near 
Chandipur village found Bag 
on the raft and nursed him 


back to health (think George 
Eliot’s Silas Marner). Bag 
grew up, married and 
fathered a child. One day, he 
went to a market at Man- 
teswar in Burdwan district. A 
relative saw the 19-year-old 
and noted the family like- 
ness. He told Bag’s father 
that a young man who 
looked like his dead child 
was living in Chandipur. 

The old man raced to the 
village and was astonished to 
hear the story of the boy who 
came from the river, The 
Hindustan Times reported. 
Bag, his wife and child have 
since moved to his original 
family village and a stream of 
visitors has been turning up 
to see “the child who came 
back from the dead.” 

There’s a moral to this 
story. Cast your bread upon 
the waters—but not your 
kids, please. 


BIGFOOT: The footprint of a giant has been discovered in a 
jungle area between Thailand and Cambodia. The single print 
measures 1.6 metres from heel to toe and 86 centimetres 
across, indicating that it came from a human being more 
than 10 metres tall. The footprint is embedded deeply in rock, 
so it is assumed a giant stepped on mud which hardened 
over thousands of years. 

The footprint was discovered by mineral prospectors 
10 years ago near Wat Phu Lamduan, a monastery bordering 
Thailand’s Si Sa Ket district, according to The Korat Post on- 
line newspaper. But it never became famous, as no shrine 
was built over it. However, Luang Pho Samrong, the single 
elderly abbot who lives at the temple, recently took reporters 
to see it. In some countries, the print would be taken to be a 
sign of a yeti or a bigfoot, but in Thailand, it is assumed to be 
a divine signature: “Buddha was here.” 
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EVERYTHING OFF: According to this banner, 
the Gumilang Hotel in Lembang, Indonesia, 
is offering a 100% discount during weekdays. 
“I wonder how they pay their overheads?” 
asked reader Mundy Gonzalez, who sent in 
this photograph. 


DRIP-FED: A miraculous wetland in Taiwan turned out to be a 
leaky water pipe. For almost three decades, it was believed 
that a natural spring was irrigating the lush green land adjoin- 
ing Kungkuan Elementary School in Taipei. Authorities gave a 
huge grant to the school to turn the area into a wetland 
ecology park, the China Times Express reported. The plan was 
to foster the growth of a variety of butterflies and insect life. 
Then a neighbour complained that a school drainpipe was 
leaking. Water authorities discovered that the leak had been 
gushing for 27 years. The pipes have now been fixed. The 
school has lost its wetland project. And the mysteriously huge 
monthly water bills it has been paying for years. 


THEM AND US: Japanese authorities have set up a Web site 
residents can use to complain about suspicious foreigners. 
Locals can get foreigners into trouble while staying 
anonymous. The site includes a menu which complainers can 
use to select a motive for their actions, such as foreigners are 
“a nuisance to the community” or their presence is “a cause 
for concern.” The government wants to cut the number 

of illegal immigrants in Japan (estimated at 250,000) by half 
within five years, the Mainichi Shimbun reported. 

Amnesty International has complained that the Web site 
encourages xenophobic sentiments, but the Immigration 
Bureau denies the charge, of course. 
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Sonia On the Ropes 


Politics has never been easy for Sonia Gandhi, yet she’s grown ever more adept at remaking both 
herself and her once-dominant party. Now, as elections loom, is it all too little, too late? 


By Jason Overdorf/New DELHI AND KAUDIRAM, UTTAR PRADESH 


A LONG WAY FROM HERE: 
Born in Italy, Sonia 
Gandhi still struggles to 
connect with ordinary 
Indian voters 





SONIA GANDHI didn't come to Kaudiram, a 
crowded and dusty town in Uttar Pradesh, to pull 
her punches. Over a booming public-address sys- 
tem set up at the city bus station, the Italian-born 
president of India’s Congress Party kicked off 
her national election campaign with a strident 
assault on the ruling coalition led by Prime Min- 
ister Atal Behari Vajpayee. Calling Vajpayee’s gov- 
ernment incompetent and corrupt, the custodian 
of the dynasty begun by Jawaharlal Nehru unveiled 
a new willingness to go for the throat. 

With polls approaching in April, the Congress 
Party—credited with gaining India’s independence 
from Britain—is fighting for survival. It was 
defeated in the country’s last two national elections 
and suffered disastrous losses in December’s state 
assembly polls. If Vajpayee wins a third term as 
prime minister, it will be the first time anyone from 
outside the Congress has managed the feat. A sec- 
ond victory over Sonia would also signal an end 
to the politics of hereditary dynasties that have 
shaped India’s history since 1947. 

“The last person from the Gandhi family who 
won elections for Congress was Mrs. Gandhi's 
dead body in 1984,” says Pramod Mahajan, chief 
campaign strategist for the Bharatiya Janata Party 
(BJP), the dominant partner in India’s govern- 
ing coalition. Since that election, when Congress 
won 400-plus parliamentary seats after the assas- 
sination of Indira Gandhi, the party’s performance 
has steadily waned. 

The BJP, meanwhile, has gone from two seats 
in 1984 to 180 today, and is tipped to do even 
better this time out. Vajpayee, a 50-year election 
veteran and brilliant orator, leads India at a time 
of political détente with Pakistan and with the 
economy booming. By contrast, Gandhi is fac- 
ing probably her toughest challenge yet in what 
has always been a reluctant political career— 
one that only began when, first, her mother-in- 
law, Indira, and later her husband, Rajiv, were 
killed by assassins. 

Faced with this crisis, Sonia has begun to rein- 
vent herself and the party. She has finally become 
a politician—seeking friends and embracing the 
media. Few doubt she has made a genuine attempt 
to turn Congress—and herself—around, but the 
question remains, is it all too little, too late? 


AS THE YOUNG and exotic wife of Rajiv Gandhi, 
the scion of India’s first family, and then as his 
grieving widow, Sonia might well have become 
India’s Jackie O. But because of her own reluctance 
to sacrifice her private life, and her advisers’ desire 
to “protect” and thereby control her, she instead 
became India’s Al Gore—seen to be clumsily act- 
ing out the instructions of a coterie of handlers. 


Raveendran/AFP 
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“She’s still uncomfortable being a politician,” explains Rajesh 
Tripathi, a Congress leader. “With people she’s not at ease. She 
doesn't have the quality that her mother-in-law had, and Rajiv was 
a natural also.” 

Sonia Gandhi only entered active politics in 1998, seven years 
after Rajiv's assassination, when she finally yielded to Congress 
leaders’ pleas and took over the helm of the party her husband 
once led. Although still relatively inexperienced, her confidence 
has appeared to grow in the role. “In the last seven years, she has 
matured,” says Digvijay Singh, former Congress chief minister 
of Madhya Pradesh and one of Sonia’s closest advisers. “She’s 
understanding the issues, she’s taking stands.” 

Singh, along with other pundits, saw the emergence of this 
new avatar when Sonia, as leader of the opposition, delivered a 
withering motion of no confidence in the Vajpayee government 
in August. “The very fact that her charge sheet was never replied 
to [by Vajpayee]” illustrates how much better she’s become at 
the game, says Singh. 

Singh credits Sonia for her democratic style, which has 
brought “consensus politics” to the Congress. In party meet- 
ings, she prefers to listen to all sides before weighing in with 


“The last person from the Gandhi family 
who won elections for Congress was 


Mrs. Gandhi’s dead body in 1984” 


PRAMOD MAHAJAN, BJP CHIEF CAMPAIGN STRATEGIST 


her opinion. She takes copious notes, which discourages party 
members from flip-flopping on their stands. Unlike Indira and 
Rajiv, she doesn't try to micromanage the states under Con- 
gress’ control, and that has won her respect, if not the awe 
her predecessors inspired. 

But that consultative approach has its limitations, Singh 
admits: “The leader has to lead, rather than be led.” Today, he says, 
the Gandhi widow has begun to do precisely that. 

To start, Gandhi worked to convince Congress that unless it 
worked with other parties it had no chance of regaining power. 
Realizing that the once-dominant Congress would have to show 
humility, she opted to leave the party’s choice for prime min- 
ister open for now, and has emphasized repeatedly that the party 
and its partners will select their leader—together—only after 
the polls. That’s a clear change of tactics from 1999, when 
the election was seen as a presidential-style race between Vaj- 
payee and Gandhi. That move, coupled with personal 
approaches by Gandhi, has won Congress some potentially 
important allies in the electorally significant states of Maha- 
rashtra and Tamil Nadu. 

More importantly, perhaps, Rajiv Gandhi's Italian-born 
widow—who did not become an Indian citizen until 1983— 
has also realized that her surname won't be enough to win her 
the election. She hit the campaign trail with a new political 
personality, endeavouring to overcome her natural reserve 
and, if such a thing can be accomplished by an act of will, > 
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to make herself lovable. Her first target: Uttar Pradesh, India’s 
most populous state. 

When Sonia embarked on a gruelling, three-day pilgrimage 
through the eastern part of the state in February, thousands of vil- 
lagers lined the road along her convoy’s route. In some places 
they were crowded on rooftops and gathered four rows deep on 
the roadside. “This is how you have to reach these people,” says 
Congress’s Rajesh Tripathi, who travelled with the convoy. 

And yet, he adds, “she has to do it more intensely. She has 
to have more exposure, and it has to be an audience like this.” 
Those comments reflect a common perception of Gandhi's rela- 
tionship with the voters. “Her basic problem remains the same,” 
says Rasheed Kidwai, veteran reporter and author of Sonia, an 
unauthorized biography of the Congress president. “She’s not 
very open. That’s her nature.” 

So why does she do it—why did she decide to leave the pri- 
vacy of domestic life and plunge into Indian politics? Tripathi 
recalls once asking her a similar question. “Do you really think 
I have a choice?” she replied. 

“Over a period of time,” comments Kidwai, “she slowly got 
into believing that the party needed her, the country needed 
her, and the legacy of the Nehru-Gandhi dynasty demanded 
that she keep the communal forces at bay.” A turning point came 
in 1992, when the Babri mosque in Ayodhya was destroyed by 
Hindu fanatics stirred to passion by BJP stalwarts L.K. Advani 
and Uma Bharti, now deputy prime minister and chief minis- 
ter of Madhya Pradesh, respectively. According to Singh, it was 
this “absolute” commitment to the fight against the various chau- 
vinist groups threatening Nehru’s idea of India that brought Sonia 
into the fray—after much pressure from the party. 

“She’s the only person who has a global vision . . . that goes 
beyond a parochial, local, regional view,” echoes Salman Khurshid, 
Congress's president in Uttar Pradesh. “Then she is extremely sec- 
ular and extremely liberal, again, in the mould in which we had 
leaders like Jawaharlal Nehru and so on. Maybe we're not being 
able to sell it properly, but that should be a strength.” 
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HAPPY DAYS: Sonia and her late husband, Rajiv, in the 1970s 


Indeed, Congress’s “selling” of Sonia has at 
times been lamentable. Incomprehensibly for a 
major politician, Sonia, who speaks fluent, ifheav- 
ily accented, Hindi, waited until late in the cam- 
paign before giving her first-ever extensive inter- 
view, in two appearances on the television pro- 
gramme Walk the Talk with Indian Express editor 
Shekhar Gupta. That reticence contrasts sharply 
with the openness of the avuncular Vajpayee. 
“She’s absolutely an unknown entity,” says Kidwai. 
“People are prepared to accept shortcomings. . . . 
The issue of foreign origins—the Indian people 
are prepared to accept that—but they want to know 
who she is, and what she is all about.” 

In a signal that her opponents smell blood in 
the water, early on the BJP took to calling this cam- 
paign a contest between Vajpayee and “the Ques- 
tion Mark.” Sonia’s appearances on Walk the Talk 
seemed an effort at rebuttal. The results were 
mixed. While Gandhi shed some of her reserve and 
occasionally seemed to speak from the heart, her 
suspicions about her interviewer's motives were 
transparent, and at one point she allowed herself 
to be trapped into parrying a question with a damn- 
ing, “I wouldn't want to discuss it now.” 

For the time being, at least, the party’s answer 
appears to be more Gandhi, rather than less. Con- 
gress workers are pushing Sonia Gandhi's son, 
Rahul, and daughter, Priyanka, to join the cam- 
paign. That hints at another reason why the party’s 
president soldiers on: She knows this is a relay race 
and she’s carrying the torch. 


“Tn the last seven years, she has 
matured. She’s understanding the 
issues, she’s taking stands” 


DIGVIJAY SINGH, CONGRESS LEADER AND GANDHI ADVISER 


Will she falter? Is this the end of the dynasty? 
The BJP is bullish: “I’m afraid this time they may 
not even get the three-figure mark” in seats, says 
Mahajan, the campaign strategist. While there 
is some speculation that Gandhi may step down 
if Congress does as badly as predicted, Mahajan— 
like many others—believes that for now she’s all 
Congress has. “Sonia is their biggest liability, and 
still she is their biggest asset because there is no 
[other] unifying force,” he adds. “It’s a Catch-22 sit- 
uation for them.” 

Sonia herself has said she’ll take losing in 
stride, if she has to. Asked on television if a loss 
would spell the end of her political career, she 
responded: “I have certain duties which I have to 
fulfil, about which I have spoken earlier. And 
there’s no turning back.” = 
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Books: JAPANESE FICTION 


| InReview 


A Voice From Nowhere 


Author Minae Mizumura’s life straddles America and Japan and she has moulded language 


to suit her needs, writes Michael Standaert 


TOKYO-BORN NOVELIST Minae Mizumura leans over 
the café table quietly explaining the two languages she is made 
of and the Japanese and American worlds of her youth. When 
she smiles her eyes light up. She is one of the rapidly expand- 
ing group of global nomads who belong to “nowhere” culture, 
caught in between countries, languages and societies. 

“I’m always conscious of the fact that I’m writing in Japan- 
ese,” says the 53-year-old writer, during a break in a recent writ- 
ers’ conference at the University of Iowa in the United States. 
“Other Japanese writers aren't, since that is the only language 
they write in. I’m always conscious of trying to do some- 
thing with the language.” 

Two collections of her essays are due to be released this 
year by the Chikuma Shobo publishing house, the first on 
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IN BETWEEN: Minae Mizumura’s writings have been honoured in Japan 


what it means to write in Japanese, the second, a volume of 
lighter and more humorous works. Perhaps the cultural divide 
is a curious blessing, for Mizumura is no stranger to acco- 
lades. In 2002, her novel Honkaku Shosetsu (A Real Novel), 
where she transfers Emily Bronte’s Wuthering Heights to post- 
war Japan, won the Yomiuri Bungaku Sho, a major Japan- 
ese literary award. 

The author's family moved from Tokyo to Long Island, New 
York, when she was 12. The years she spent in America had 
a profound influence on her eventual transformation into a 
writer, though at the time her only realization was how alien- 
ated she felt being stretched between these worlds. 

“To my shame and regret,” Mizumura says in an English 
translation of the prologue to Honkaku Shosetsu, “I was unable 
to reconcile myself either with America or its language, Eng- 
lish. While my body could acutely feel the severity of the New 
York seasons, as the summer sun burned the lawn and the win- 
ter snow froze my eyelashes, days just came and went and I had 
no real sense of living in America.” 

“I think if I would have gone to America earlier, in ele- 
mentary school or kindergarten, I would have blended in much 
more easily,” Mizumura says of the first world she inhabited, 


‘ 
-- « DAYS JUST CAME AND WENT 


AND I HAD NO REAL SENSE OF LIVING 
39) 


IN AMERICA... MINAE MIZUMURA 


the world of a foreign teenager transplanted to a mainly liberal 
American-Jewish community. “I already had a very good read- 
ing ability in Japanese, and what I had of English seemed so 
beneath me that I turned my back on that world.” 

Mizumura’s parents had carried to America a collection 
of serialized novels from the 1920s. The young Mizumura 
transplanted herself into these novels, into a safe world of fan- 
tasy and familiar language. “I was very happy in this world,” 
she says, fondly recalling days sequestered with these old 
books written in formal Japanese with classical Chinese char- 
acters and a different phonetic alphabet from post-war lan- 
guage. “I didn't realize I wasn't reading the same thing that 
Japanese youth were reading. I had fantasies of going back to 
Japan and leading the types of lives described in the novels. 
I guess I became a very archaic little girl.” 

In her early 30s, after Mizumura married a Japanese aca- 
demic, she moved back to her home country, which >> 
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she had only visited as a traveller since she came to Amer- 
ica in her teens. 

On this return, in the late 1980s, she wrote her first novel, 
Zoku Meian (Light and Darkness, Continued), which com- 
pleted the unfinished classic by revered Japanese novelist Nat- 
sume Soseki, and drew upon Mizumura’s youthful immer- 
sion in archaic Japanese literature and language. 

Many critics were shocked, she says, about her continu- 
ation of Soseki’s novel. “Everyone talked about how it was 
going to end, but no one had done anything with it. So I ended 
it. If I had been raised in Japan I wouldn't have dared!” 

Asked about post-colonial writers who write eloquently in 
both their native language and English, and her own sense of 
being caught somewhere between, Mizumura admits to a 
sense of failure: “I really had a great disillusionment that I’d 
failed in a one-in-a-million chance to switch my primary 
language from Japanese to English.” But, she adds, “if I had 


not this great disillusionment and sense of failure, I don't think 
I would have done the type of work I was able to do. I think I 
had more guts to try things and open things up, to change 
the format of Japanese literature.” 

Her second novel, in 1995, Shishosetsu from Left to Right 
(An I-Novel from Left to Right), was an autobiography based 
on her experience as a teenager in America, written in ground- 
breaking horizontal Japanese combined with interspersed 
English text. 

Her interest as a youth in pre-war Japanese literature, as 
well as her knowledge of French literature from postgrad- 
uate studies at Yale, and her infrequent forays into English 
and American literature all inform her view of the Japan- 
ese language. “Japanese is a very singular and local lan- 
guage,” she says of her focus in her essays. “It isn't an impe- 
rial language, not a world language.” = 

Michael Standaert is a writer based in Iowa City 


GRUESOME 


Bad things happen in novelist Ryu 
Murakami’s Tokyo. High-school girls 
sell themselves. A bum turns up 
dead. Latina hookers live the hard 
life. And innocent and lonely people 
are cruelly murdered and left to rot. 
Rot is a familiar Murakami sub- 
ject. Originally published in Japanese 
in 1997, In the Miso Soup is now 
available in an English translation. It 
is vintage stuff from Japan’s premier 
contemporary literary bad boy: 
provocative and lewd in plot, bleak 
and frustrated in outlook. From the 
author of the raunchy novel A/most 
Transparent Blue and the film Tokyo 
Decadence, which he wrote and 
directed, one has come to expect sex 
and violence. Plenty of both fill this 
book. The novel revolves around 
Kenji, a “nightlife guide” for foreign 
tourists, and Frank, an American “on 
business” in Tokyo. The pair soon 
make their way to the sleazy Kabuki- 
cho district where Frank confirms 
what he believes about the city. 
“According to what I’ve read,” he tells 
Kenji in his gee-whiz way, “you can 
find it all here—Tokyo’s like a depart- 
ment store of sex!” He is right, of 
course. The city is chock-a-block with 
erotic offerings: “telephone” clubs, 
omiai (match-making) pubs, “exclu- 
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sive” clubs, Chinese and Korean 
emporiums and so on. After hitting a 
few joints, the two men wind up in an 
omiai pub, which is where the book’s 
gory key events happen. 

The murders of Japanese clients 
by Frank in the pub are so 
grotesque, so prolonged 
and so detailed that they 
demand explanation. 
Murakami provides it: 
Frank has been violent 
since he was a child and 
was partially lobotomized. 
But the American killer 
remains an unsympa- 





Coming from an iconoclastic novelist, 
it’s surprising. 

Murakami fails to make Frank 
wholly human. In the best fiction, 
readers empathize with even 
depraved individuals, but Frank stays 
out of reach and is finally 
unknowable. Worse, he 
comes off as one more 
inscrutable and unwanted 
foreigner meddling in 
Japan’s internal affairs. 
Murakami would have done 
better to stick to Japanese 
characters. He certainly 
has lots to say about his 


thetic character. Which [In the Miso Soup] native country. From the 

may be the point. “Before ANG Koa blowhard TV analysts to the 
” ansna Interna- + oe 

Frank had turned up, tional. $22.95 despairing men and 


Kenji narrates, “this pub 
was like a symbol of Japan, 
self-contained, unwilling to interact 
with the world outside, just 
communing with itself in every 
breath-mmm, ahhh.” 
Pronouncements like this will 
catch the ear or eye of anyone who 
reads Japanese media, where for- 
eigner-perpetrated crime is an 
undying topic. Tirades about danger- 
ous gaijin—or foreigners—are the kind 
of thing one expects from a right- 
wing politician or talk-show host. 


women, Murakami’s Japan 
is a repository of post-modern 
anomie, wallowing in a welter of its 
own problems. 

“Parents, teachers, government- 
they all teach you how to live the 
dreary, deadening life of a slave,” 
Kenji reflects. “But nobody teaches 
you how to live normally.” 

Least of all, apparently, homicidal 
Americans. 


Robert Schroeder 

Robert Schroeder is a U.S.-based 
journalist who lived in Japan from 1992-93 
and travels there often 
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SENIOR OFFICERS (SOs) 


SOs are specialists who provide technical expertise and management support in the implementation of decisions 
made by ASEAN Committees. They are fluent in spoken and written English, and excel in analysis, research 
and presentations. They thrive in a multi-cultural and multi-disciplinary environment. Their jobs require frequent 
travel and a willingness to work long hours. 
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something We are currently seeking qualified ASEAN nationals for the following two SO positions: 


















@ Human Development: Master’s degree in social sciences, public policy, development economics/studies, 
public health or other relevant fields with a minimum of 6 years of experience coordinating human/social 










to say.... development issues at the national or regional level. Prior experience with health-related issues is 
an advantage. 

savii Science and Technology: Master’s degree in life sciences or engineering with a minimum of 6 years 

say experience in dealing with a wide spectrum of teaching and research interests in science and 

technology policy, social studies of science and/or science communications. 

in the The successful candidate will undergo a probation period of six months. If confirmed upon good performance, 








a three-year contract, which may be extended for another three years, will be offered. Starting salary is US$2887 
per month. Other benefits include housing, child education, medical allowances and performance bonuses. 
Send your detailed applications to the Personnel and Training Unit, ASEAN Secretariat, 70A Jalan 
Sisingamangaraja, Jakarta 12110, Indonesia or email them to hr-asean@aseansec.org. Applications must 
reach us within three weeks of this advertisement. Only short-listed candidates will be notified. More information 
on ASEAN is available at www.aseansec.org. 
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CEO CALL 


CECILE BONNEFOND, Veuve Clicquot Ponsardin 





A Head for Heights 


If Veuve Clicquot is the ideal sponsor of the world’s top award for excellence among women 
executives, it’s for a very good reason 


























over the reins of the wine-merchant business 
and founded a champagne house. 
In the process she revolutionized an industry. 
She invented the “riddling” method for the clar- 
ification of champagne, a technique subse- 
quently adopted by all champagne houses. 
She acquired vineyards and then protected 
her product against counterfeits by intro- 
ducing stamped corks and the distinctive yel- 
low-orange label. She chartered her own boats 
and marketed her champagne from London 
to the imperial Russian court—even during 
the trade blockades of the Napoleonic wars. 
developed a brand identity. Fast-forward nearly two centuries, and 
Today, Cécile Bonnefond, pres- another woman is at the helm trying to grow 
ident of Veuve Clicquot Pon- à >» exports—despite periodic informal trade-block- 
sardin, looks to her predecessor aN kco ades against French wines. But Bonnefond 
to measure her own success. b is looking much further afield. Last year, 
About 85% of Veuve’s sales exports to Japan grew by 25% and to the 
are exports, “but then Madame United States by 11%. Like so many exec- 
Clicquot was exporting 75% to utives in other businesses, Bonnefond says 
Russia,” says Bonnefond, paus- she views China as a long-term growth market. But 
ing to shrug and offer a smile initially, she says she sees Taiwan as the next big Asian 
that seems quietly to write off her market for her house, behind the already established mar- 
own successes. Bonnefond started out at kets of Japan, Hong Kong, Singapore and Australia. In 
Danone Group in 1979, and leapfrogged up 2003, Bonnefond says the company saw double-digit 
the corporate ladder and across food-and- growth in Hong Kong and Singapore, in part because peo- 
beverage companies to become CEO of the bak- ple travelled less. Instead they stayed at home and splurged 
ery activities in France and Italy for the Sara Lee on bubbly. Now she wants to build on that success. 
Group in 1997. She became president of Veuve Since 1972, the bicentennial of the founding of the wine 
Clicquot Ponsardin in 2001. But Bonnefond, who business, the company has been celebrating the founder 
is understated in everything from her gold jew- of its champagne business with a woman-of-the-year award. 
ellery and fitted suits to her CV, prefers to focus Bonnefond says the initial competition, which took place in 
attention on her company’s founder. France, sought to answer the question, “Who would 
One reason is that Veuve Clicquot’s history pro- Madame Clicquot be today?” The first winner was 
vides a valuable marketing tool. Using Madame Clic- Giselle Picaud, who was then in charge of Ciments 


IT’s NOT UNUSUAL for today’s 
chief executives to look back to a com- 
pany’s founder for inspiration. But it 
might be if the pioneer concerned 
was a 19th-century woman. 

Nicole Ponsardin, who created the 
champagne-company Veuve Clicquot 
Ponsardin, is a touchstone for female 
executives everywhere. Better known 
as Madame Clicquot, she invented 
new techniques in her industry, 
grew her business through 
acquisition and exporting, and 


Q 
Q 
g 





quot as a role model for the international woman Bouygues, a construction company. 
executive, the company now runs woman-of-the-year Today, the prize is awarded in 13 countries, which in the Asian 
competitions around the world. region include Japan and this year, for the first time, Hong Kong. 
Madame Clicquot’s achievements are a tough On March 5, Betty Yuen, managing director of CLP Power won the 
act to follow, even if she got started by marrying award in Hong Kong. Yuen, Bonnefond notes, is the first ethnic 
into the trade. In 1772 Philippe Clicquot estab- Chinese and the first woman to hold the role of managing direc- 
lished a wine-merchant’s business under the name tor in the 100-year history of CLP Power. Chatting over coffee, Bon- 
of Clicquot. His son, Francois Clicquot, married nefond spoke highly of Yuen. “She’s a real person, while being a 
Nicole Ponsardin at the beginning of the 19th cen- very, very successful businesswoman.” That description, of course, 
tury. On his death, the 27-year-old widow Clicquot, could easily fit Bonnefond. And perhaps could be said in even 
which in French translates as veuve Clicquot, took greater measure of Madame Clicquot. LARA WOZNIAK 
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Travel is an essential part of any 
business. That’s why most successful 
companies spend a massive amount 
on - amongst other things - air fares, 
train fares, taxis, hotels and credit card 
accounts for their employees who 
travel on business. However, there are 
ways to reduce costs, save time on 
booking and improve standards for 
travellers. That’s where the Business 
Travel Expo comes in. 


Now in it’s third year, the Expo takes 
place from 30 - 31 March 2004 at the 
Hong Kong Convention and Exhibition 
Centre. It provides the perfect platform 
for buyers and arrangers of business 
travel to meet with international and local suppliers of 
airlines, hotels, car rental, online booking and travel 
management plus many more products and services. In 
this environment visitors can compare costs and services, 
find new suppliers, negotiate discounts, discover more 
efficient travel booking methods, see the latest 
technologies and catch up with existing suppliers. 





Running alongside the exhibition is an educational seminar 
programme where industry experts and experienced 
travel buyers explain how to manage travel more 
effectively as well as give valuable tips on how to save 
money, time and effort without compromising standards. 
This year, as a one-off special offer, all seminar sessions 
are free to anyone who books in advance! 


So, from the executives with budget responsibility for 
business travel to secretaries who arrange and book it, 
one visit to the Business Travel Expo could make a real 
difference to the efficiency of your business and the 
satisfaction of your travellers. 











To find out more or register free visit: 
www.businesstravelexpo.com or call 
the Ticket Hotline on (852) 2335 0406 
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We want everyone who travels with us to feel comfortable. That's why our in- 
flight crews are made up of many nationalities and are trained to serve you 
with Japanese hospitality. No matter where you're from or where you're 
going, your flight should be as relaxing as if you were at home. Carrying you 
safely to your destination is to be expected. What may be unexpected is how 
good we make you feel along the way. 
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